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APPLICATION FOR PERMIT TO DRILL, DEEPEN, OR FLUG SACK

Tl s

7. Unat :‘\qu.emu.:ul.h'um; )

Type of wors
orit (5] oeepen [

Type of Well
s1mgLL

et

PLUG Back ]

UL IPLE

. O 0
weLt ormen ong T onC

8. larm or Leose Nume

ﬁunburst/?eatherstone St

Nar.e of Qperator

Fred G. Yates, Inc.

§. Well No.
1

Addreas of Operater

Sunwest Centre, Svite 1010, Roswell, NM 88201

10. Ficld end Foc!l, ot Wildcot

Baum Field

_ccation uf well
uNI? LETTER

FROW ¥ of

14 44]

10,100

vocaveo 3533 reevrmomvar __ SOuth e

A. 202 S Siutes Fiuvg. mezd | 2iE. T:ilitng Contrazior

Blanket Willbros Rig #10%*

22. Asprex, Date Werk wiil stat

April 10, 1985

PROPOSED CASING AND CEMENT PROGRAM

S12E OF ADLE SIZE OF CASING ! WZICHT PER FCOT SETTIMNG CEPTH |SATKS OF C2=T . EST. TOP
17 1/4 13 3/8 0OD 48 or 54.5% 400+ Circulate | —===——-
11 8 5/8 OD 24 & 32 # 4050 250 sacks 9000

Drill with rotary rig to total depth, DST significant shows enroute, Log. Run casing for

completion attempt. or P&A.

ABQVEL 3PACE SCACRINE PROPOSED PROCRAM: 1P 0000341 15 7O BLEPta OF PLUC SaCa, CIVE PATA Ou PEL3INT PAOCLULTIVE J0ul AnD P0C203(0 wiw #o0d.

C I0nE. CIvE SLOWOUY PRviwtis PRO(SAM, 1P anv.

sreby cergity thet the informetion abeve 10 1rve and compieie to the bem of my hnpwiedge snd bellef.

! : ,
. ’{'-‘_,{, g /4/.74 // el Tile Engineer Date 3/13/85
(TAss agmee for Seste Lae) o
ORIONAL SIGNED BY SERRY SEXTON
DISTRICT } SUPERVISOR - oave HAR 1 8 1985

eROovED BY

NDITIONS OF AaMBAOVAL, 1P Ny . , ’; i e . .
Approved for driiling, only. Produczion
forcec pooling o the SH/4 Sec. 17 is arm
areyaticn nic o tzg haan zoalisc o -



- NEW MEXICO OiL CONSERVATION COMMISSION Form C-102

WELL LOCATION AND ACREAGE DEDICATION PLAT phininng o
Alt distences musi be {rom the outer bounderies of the Section .
(perator l.ease we!ll M. b
FRED G. YATES SUNBURST/FEATHERSTONE STATE G 1

t'hat Letter Section Township Range County

M 12 138 32E LEA
Actual Footage Location of Well:

555 leet tror: the SOUTH line and 555 {ee!l tr5m the WEST line
Ground Lpvel Elev. Prcducing Formation Pocl Dedicated Acreage:

4296.8 BOUGH D BAUM(UPPER PENN) 160 feres

PJ

. Outline the acreage dedicated to the subject well by colored pencil or hachure marks on the plat below.

. |f more than one lease is dedicated to the well, outline each and identify the ownership thereof (both as 10 working
intetest and royalt/).

. If more than one lease of different ownership is dedicated to the well, have the interests of all owners heen consoli-

dated by communit zation, unitization, force-pooling. etc?

(7] Yes [J No If answer is *‘yes.’ type of consolidation Forced pooling hearing March 27, 1985

If answer is *‘nol” list the owners and tract descriptions which have actually been consolidated. (I'se reverse side of

this form if necessary.)

No allowable will te assigned to the well until all interests have been consolidated (bv communitization. unitization.

forced-pooling. or o:herwise)or until a non-standard unit. eliminating such interests, has been approved by the Commis-

sion,
t CERTIFICATION |
|
I | hereby cerrify that the informotion con-
} é 3 tained herein is true ond complete to the
! o o 1 . best of my knowledge ond belief.
| HLCTE T E’,”"’I
lf . ' CoTom tixre
e e e - —— [ = :W'—v«b—.—.'.___“ S—
! ! : /u r |
| i Agent !
f ' : Srep omy K
! ' - { Fred G. Yates, Inc. l
l -’ -.‘\;‘. oo Tt j‘
[ SR !
' , A\ i 3/15/85 |
LA !
-5 i
77 / 7 T -y *
/ S S S S l i ]
/ / ] '-"/"v:' | heraby certify thot the well locotion
AMOCO STATE / FRED G / I /,// shown on this plot wos plotted from freld !
/ LEASE YATES / I o notes of octuo! surveys mode by me or !
/ 8- 399 / OPERATOR I under my supervision, ond thot the some
/ /' LG - 4177 / : is true and correct % the best of my
7/ // / I hnow ledge ond belref.
A o oo L R _———
/._ / 7 STaATE 7 T
/ )/, LEASE / {
/// / I i Darte Surveyea
!
// v N | { 3/14/85
| g5 //l /’ 7/ i | Reg!stersl I rotessiunagl fnjineer
/ il /;/// / | ; i el Sutve,
"// L / I | M
L5 L ' v, 7 |

—I:H;H—H—'—:—E%’FC’“‘"N"M oMM oW wEsT Fre
onna r N VoAn

€.oNkrw
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A.A.P.L. FORM» 610-1977
MODEL FORM OPERATING AGREEMENT

BAUM NORTHWEST PROSPECT

OPERATING AGREEMENT
DATED

March 15, , 19_85,

OPERATOR _Fred G. Yates, Inc.

!
CONTRACT AREA _Township 13 South, Range 32 East, N.M.P.M.

Section 13: SW%

COUNTY OR PSRISK OF Lea STATE OF New Mexico

T Y T T ST TN AL T ST e v e e '*‘2&37
i R T R I ] !

| ol S Kt g

| S TR A

. L BY3T

gac:.:_»;;‘:;;x.\:-._x;_f.-.-. SR NIV S S N S
COPYRIGHT 1977 - ALl RIGHTS RESERVED
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between __Fred G. Yates, Inmc.
B . heremaflter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Operators™,

WITNESSETH:

WHEREAS, the p:u'ii(-s to this agreement are owners of oil and gas leases and - or oil and pas in-
terests in the Lind identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hercina ter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As uscd in this agreement, the following words and terms shall have the meanings here aseribed
to them:

A. The term “oil and gas™ shall mean oil. gas, casinghcad gas. gas condensate, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease™, “lease” and “leaschold™ shall mean the oil and pgas leases cov-
ering tracts of land lying within the Contract Arca which are owned by the parties to this agreement

C. The term “oil and gas interests™ shall mean unleased fee and mineral interests in {racts of
land lying within the Contract Arca which are owned by parties o this agreement.

D. The term “Contract Area”™ shall mean all of the lands, oil and gas leaschold interests and ol
and gas inierests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands oil and pas leaschold interests and oil and gas interests are deseribed in Exhibit “A™.

E. The term “drilling unit™ shall mean the arca fixed for the drilling of one well by order or rule
of any stale or federal body having authority. If a drilling unit is not fixed by any such rule or order,
a drilling wunit shall be the drilling unit as cestablished by the pattern of drilling in the Contract Arca
or as fixed by express agreement of the Drilling Parties.

F. The term drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
be located.

G. The terms “Drilling Party™ and “Consenting Party™ shall mean a party ‘'who agrees to join in
and pay it: share of the cost of any operation conducted under the provisions of this agreement.

H. Thc terms “Non-Drilling Party™ and “Non-Consenting Party™ shall mean a party who clects
not to participate in a proposed opceration.

Undess the context otherwise clearly indicates, words used in the singular include the plural, the

plural inclides the singular, and the neuter pender includes the masculine and the feminine,

ARTICLE 11,
EXHIBITS

The forlowing exhibits, as indicated below and attached hereto, are incorporated in and made a
part hereol:
&} A. Exhioit “A”, shall include the following information:
(1) dentificution of lands subject to agreement,
(2) Restrictions, if any, as to depths or formations,
(3) ’creentages or fractional interests of parties to this agreement,
(4) il and gas leases and or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposcs.
K] C. Exhibit “C”, Accounting Procedure.
K} D. Exhiosit “D”, Insurance.
K| E. Exhibit “E”, Gas Baluncing Agreement,
[7] F. Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.

If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail. ’

pommmas
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ARTICLE 111
INTERESTS OF PARTIES

A, Ol and Gas Interests:

I any party owns an unleased oil and gas interest in the Contract Arvea, that interest shall be
treated for the purpose of this agreement and during the term hercof as if it were a leased  interest
under the form of oil and pas lease attached as Exhibit “B”. As to such interest, the owner shall re-
ceive royally on production as preseribed in the form of oil and gas lease attached hereto as Exining
“B”. Suck party shall, however, be subjeet to all of the provisions of this agreement relating to lessees,
to the extont that it owns the lessee interest.

B. Interest of Parties in Costs and Production:

Exhibit =A™ Jists all of the parties and their vespective percentage or fractional interests under this
agreement  Unless changed by other provisions, all costs and liabilities incurred in operations under
this agrceement shall be borne and paid, and all equipment and malterial acquired in operations on the
Contruct Area shall be owned by the parties as their interests are shown in Exhibit “A™. Al produc-
tion of oil and pas from the Contract Area, subject to the payment of lessor's royaltics whrieh—wib—be
Borre—tiv— theadort—dreconnt. shall also be owned by the parties in the same manner during the term
hercof: provided. however, this shall not be deemed an assigpnment or cross-assignment of interests cov-
ered hereoy.

ARTICLE 1V.
TITLES

A. Title Examination:

Title sxamination shall be made on the drillsite of any proposed well prior (o commmencement of
drilling opcrations or, if the Dritling Parties so request, title examination shall be made on the leases
and or oil and gas interests included, or planned to be included, in the drilling unit around such well.
The opinion will include the ownership of the working interest. minerals. royalty, overriding royvalty
and production payments under the applicable leases. At the time a well is proposed. cach party con-
tributing leases and or oil and gas interests 1o the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions. title papers
and curative material in its possession free of charge. All such information not in the possession ol or
made ava lable to Operator by the parties. but necessary for the examination of title. shall be obtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copics of all title opinions shall be furnished to cach party hereto. The cost incurred by Operator in
this title yrogram shall be borne as follows:

— X Ale 1. F AP 3 1.l rav LT o TLUNE TU LPT I TR - load 4 tPs EIE BT S v
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(X Optioy No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
for title cxamination (including preliminary, supplemental, shut-in gas royally opinions and division
order title opinions) shall he borne by the Drilling Parties in the proportion that the interest of cach
Drilting Farty bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A™.
Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
performar ce of the above fulnv('lions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required i1 connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and rvecording of Pooling Designations or Declarations as well ax the
conduct «f hearings before Governmental Agencies for the sceuring of spacing or pooling orders. This
shall not revent any party from appearing on its own behalf at any such hearing.

No wll shall be drilled on the Contract Arca until after (1) the title to the drillsite or drilling unit
has been examined as above provided, and (2) the title has been approved by the examining attorney ov
title has heen aceepted by all of the parties who are o participate in the drilling of the well,

B. Loss of Title:

1. Fuailure of Title: Should any oil and gas interest or lease, or interest therein, be lost through
faiture of title, which loss results in o reduction of inferest from that shown on Exhibit A, this agree-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases and interests, and

(a) The party whose oil and gas lease or interest is aflfected by the title failure shall bear alone
the entire loss and it shall not be entitled to recover from QOperator or the other parties any development

2.
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or operatiag costs which it may have theretofore paid, but there shall be no monctary liability on Its
part to the other parties hereto for drilling, development, operating or other similar costs by rcason of
such title failure: and

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation Hf the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title Tailure has oceurred, so that the interest of
the party whose lease or interest is affected by the title failure will thercafter be reduced in the Contract
Areca by Lie amount of lhv‘ interest Jost; and

(¢) H the proportionate interest of the other parties hereto in any producing well therctofore drilled
on the Contract Arca js inereased by reason of the title failure, the party whose title has failed shall
receive the proeceds attributible to the inercase in such interests  (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and

(d) Should any persen not a party to this agreement, who is determined 1o be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, development,
or cquipment, such amount shall be paid 1o the party or parties who bore the costs which are so refund-
ed; and

(¢} Any liability to account to a third party for prior production of oil and gas which arises by
reason of title failure shall be borne by the party or partics in the same proportions in which they shared
in such prior production; and

(1) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection
with the defense of the interest claimed by any party hereto, it being the intention of the parties
hereto that cach shall defend title to its interest and bear all expenses in connection therewith.

2. Loss by Non-Payment or Erroncous Payment of Amount Due: If, through mistake or oversight.
any renta., shut-in well payment, minimum royalty or royalty payment, is not paid or is erroncously
paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
seewres aonew lease covering the same interest within ninety (90) days from the discovery of the fail-
ure fo mi ke proper payment, which acquisition will not be subjeet to Article VIILB., the interests of
the partics shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, ard the parly who failed to make proper payment will no longer be eredited with an inlerest in
the Contract Arca on account of ownership of the lease or interest which has terminated. In the event
the party who failed 1o make the required payment shall not have been fully reimbursed. at the time ot
the lo=s, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acrcage basis, for the development and operating costs theretofore paid on account of such interest, i
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously deilled or wells previously abandoned) from so much of the following
as is necessary 1o effeet reimbursement:

{a) Froceeds of oil and pas, less operating expenses, theretofore acerued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs:

(b)) Froceeds, less operating expenses, thereafter acerued attributable to the lost interest on an
acrcage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells therealter drilled) which, in the absence of such lease termination, would be attributable
to the los interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of smid
portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
terests; aad

{¢) Any monies, up 1o the amount of unrecovered costs, thal may be paid by any party who is, or
becomes, the owner of the interest lost, for the privilege of participating in the Contract Arca or be-
coming a party (o this agreement.

4. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and 1V.B.2
above, shall not be considered faiture of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Arca.

ARTICLE V.
OPERATOR

A. DESEINATION AND RESPONSIBILITIES OF OPERATOR:

Fred G. Yates, Inc. shall be the

Operator Hf the Contract Arca, and shall conduct and direct and have full control of all operations on
the Contract Arca as permitted and required by, and within the limits of, this agreement. It shall con-
duct all sach operations in o good and workmanlike manner, but it shall have no liability as Operator
to the otter partics for losses sustained or liabilities incurred, except such as may result from gross
neglipeneo or willful misconduct.,

-3 -
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator:  Operator may resign at any time by giving written notice
thereof to Non-Operators, 1f Operator terminates its legal existence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any

action by Non-Operator, except the selection of a successor, Operator may be removed if it fails or

refuses to carry out its duties hercunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two {2) or more Non-Operators owning a majority interest based on owner-
ship as sl own on Exhibit A", and not on the number of parties remaining after excluding the voling
interest «f Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM.
on the st day of the calendir month following the expiration of ninety (90) days after the giving of
notice of resignation by Opcerator or action by the Non-Operators to remove Operator, unless o successor
Opcrator has been selected and assumes the duties of Operator at an carlier date. Operator, after effect-
ive date of resipnation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporaie name or structure of Operator or transfer of Operator’s interest to any single subsidiary.
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be seleeted from the parties owning,
an interest in the Contract Arca at the time such successor Operator is selected. 1f the Operator that
is removcd fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more partics owning a majority interest based on ownership as shown
on Exhibit "A™, and not on the number of parties remaining after excluding the voting interest of the
Opecrator that was removed.

C. Employces:

The wumber of employees used by Operator in conducting operations hercunder, their seleetion,
and the }ours of labor and the compensation for services performed, shall be determined by Operator,
and all such employees shall be the employcees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Arca shall be drilled on a competitive contract basis at the usual
rates prevailing in the arca. If it so desires, Operator may employ its own tools and equipment in the
drilling o wells, but its charges therefor shall not exceed the prevailing rates in the arca and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar natu-e.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initic ] Well:
On o before the___16th day of___April . 198_5, Operator shall commence the drill-
ing of a well for oil and gas at the following location:

Township 13 South, Range 32 East, N.M.P.M.
Section 13: SWY%

and shall thercafter continue the drilling of the well with due diligence to a depth sufficient to

test the Upper Pennsylvanian formation or a depth of 9900 feet, whichever is
shallover.

unless granite or other practically impenetrable substance or condition in the hole, which renders
further drilling impractical, is encountered at a lesser depth, or unless all parties agree to complele or .
abandon the well at o desser depth.  Operators only liability for failure to commence said
test well shall be the jpso facto termination of this agreement.

Operator shull make reasonable tests of all formations encountered during drilling which pive in-
dication »f containing oil and gas in quantities sufficient to test, unless this agreement shall be limited
in its apolication to o specific formation or formations, in which event Operator shall be required to
test only the formation or formations to which this agreement may apply.

If, ir. Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes
to plug :nd abundon the well as a dry hole, it shall first secure the consent of all parties and shall
plug and abandon samce as provided in Article VLE.L hereof.

-4 -
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1  B. Subsequent Operations:

2

3 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
4 other than the well provided for in Article VILA., or to rework, deepen or plug back a dry hole drilled
5 at the joint expense of all parties or a well jointly owned by all the partics and not then producing
6 in paying quantities, the party desiving 1o drill, rework, deepen or plug back such a well shall give the
7 other parties written nofice of the proposed operation, specifying the work to be performed. the loca-
8 tion., propesed  depth, objective formation and  the estimated cost of the operation. The parties receiv -

9 ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the
10  parties wishing to do the work whether they clect to participate in the cost of the proposed operation.
11 If o drilling rig is on location, notice of proposal to re wmk éﬂ\'—& Ifl(l\ m(éz')ll (h'c-;l_(- may be given
12 by telephoae and the response period shall be Himited to M%WM‘M&
13 Strrrdrr—n depid—hebidass. Failure of a party receiving such notice to reply within the period above fixed
14 shall const tute an clection by that party not to participate in the cost of the proposed operation. Any

15 notice or response given by telephone shath e promptly confirmed in writing,

17 2. Operations by Less than Al Parties: I any party receiving such notice as provided in Article
18  VLD.I. or VLE.L cicets not to participate in the proposed operation, then, in order to be entitled 1o
19  the henefits of this article, the party or partics giving the notice and such other parties as shall clecet
20 to participate in the operation shall, within sixty (60) days after the expiration of_the notice period of
21 thirty (30) davs (or as promplly as possible after the expiration of the Bty owr period
22  where the drilling rig is on location, as the case may be) actually commence work on the proposed
23 operation i nd complete it with due diligence. Operator shall perform all work for the account of the
24  Consenting Parties: provided. however, if no drilling rig or other cequipment is on location. and if Op-
25 erator is a Non-Consentling Party. the Consenting Parties shall either: (a) reguest Operator to perform
26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desie-
27  nate one (1) of the Consentling Parties as Operator to perform such work. -Consenting Parties, when
28 conducting operations on the Contract Arca pursuant to this Article VILB.2.. shall comply with all terms
29  and coundit ons of this agreement.

30
31 If less than all parties approve any proposed operation, the proposing party, immediately after the
32 expiration of the applicable notice period. shall advise the Consenting Parties of (i) the total interest

33 of the peoties approving such operation, and () its recommendation as to whether the € nnwt\lm :

Gt (24)

34 ties shoulc proceed with the np(-r:ninn as pmpnsv(l. Fach Consenting Party, within
35 hours ¢esthes e . . - after reecipt of such notice, shatl advise the
36 proposing sarty whether or not it will remain a Consenting Party and

37 =y s proportionate parlt of Non-Consenting Parties” interest. The proposing party, at its

38 clection, mway withdraw such pmpnml if there is insufficient, participation, gxd shall prompf{ly notify

. Any consenting Party failing to notify the proposing party
39 all parties of such deetsion.

within tae 24 hours specified shall be deemed to have agreed to carry its propor-
tionate jart of the Non-Consenting Parties interest.

4] The entire cost and risk of conducting such operations shall be borne by the Consenting Piaoties in

42  the proportions they have clected to bear same under the terms of the preceding paragraph. Consenting
43  Partics shall keep the leaschold estates involved in such operations free and clear of all hens and
44  cncumbrin ces of every Kind cereated by or arising from the operations of the Consenting Parties, 11 sueh
45  an operation results’in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
46 cost. risk and cxpense. If any well drilled, reworked. deepened or plugged back under the provisions
47  of this Aricle results in a producer of oil and or gas in paying quantities, the Consenting Parties shall
48  complete :nd equip the well to produce at their sole cost and risk. and the well shall then be turned
49  over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties,
50  Upoun com nencement of operations for the drilling, reworking, deepening or plugging back of any such
51 well by Consenting Parties in accordance with the provisions of this Article. cach Non-Consenting 1ty
52 shall he deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
53  be entitlec to receive, in proportion to their respective interests, all of such Non-Consenting Party’s
54  interest in the well and share of production therefrom until the proceeds of the sale of such sharve,
55 (al(ul.llv(L.éggilwdl ?r market value thercof if such share is not sold (after deducting production
5 taxe myq over uluu., l()\'d“\' and other interests existing on the effective date hercof, pavable out of
57 or nu.x\m «d by the production from such well aceruing with respeet to such interest until it reverts)
58  shall cqual the total of the following:

GO (a) 100% of cach such Non-Consenting Party’s share of the cost of any newly acquired surface
61 cquipment beyond the wellhead connections  (including, but not limited to, stock tanks, separators,
62  weaters, pumping cquipment and piping). plus 100% of cach such Non-Consenting Party’s share of the
63  cost of op:ration of the well commencing with Tirst production and continuing until cach such Non-
64 Consenting Puarty’s relinquished interest shall revert to it under other provisions of this Article, it being
65 apreed thit cach Non-Consenting Party's share of such costs and cquipment will be that interest which
66  would huve been chargeable to cach Non-Consenting Party had it participated in the well from the be-
67 ginning ol the operation: and

68

69 (b) .= 00% of that portion of the cosls and expenses of drilling reworking, deepening. or plugging
70  back, testing and completing, after deducting any cash contributions received under Article VIILC., and
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300 9% of that portion of the cost of newly acquired equipment in the well (to and including the well-
head conrections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.,

Gas Hroduction attributable to any Non - Consenting Party's relinquished interest upon such Party’s
clection, :hall be sold 1o s purchaser, if available, under the terms of its existing gas sules con-
tract.  Such Non - Consenting Party shall direct its purchaser to remit the proceeds reccivable from
such sale direet to the Consenting Parties until the amounts provided Tor in this Article are recov-
cred Trom the Non - Consenting Party’s  relinguished interest. If such Non - Consenting Party has not
contractec for sale of its gas at the time such gas is available for delivery, or has not made the clee-
tion as p-ovided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consentinz Party's shuare of gas as hereinabove provided during the recoupment period.

Durirg the period of time Consenting Parties are entitied to receive Non-Consenting Party's share
of production, or the proceeds therefrom, Consenting Pagtics shall be gespongible for the pavment of
p . . R R w:lna a\f'.]f y%ofit's t(?.x b
all production, severance, pathering and other 1:|x(-s./:|n( all roydity, overriding royvalty and other
burdens @ pplicable to- Non-Consenting Party's share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permit.ed to use. free of cost, all casing, tubing and other equipment in the well, but the ownership of
all such cquipment shall remain unchanged: and upon abandonment of a well after such reworking,
plugging sack or decper drilling, the Consenting Farties shall account for all such equipment to the
owners tlereof, with cach party receiving ils proportionate part in kind or in value. less cost of
salvage.

Withia sixty (60) davs after the completion of any operation under this Article, the party con-
ducting the opcrations for the Consenting Parties shall furnish cach Non-Consenting Party with an in-
ventory o the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening. plugging back, testing, completing, and cquipping the well Tor production; or, at its oplion,
the opera ing party, in licu of an itemized statement of such costs of operation, may submit o detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Partics are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and  liabilities incurred v the
operation of the well, together with a statement of the quantity of oil and gas produced from it and the
amount ol proceeds realized from the sale of the well’s working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industry accepled methods such as, but not limited to, metering or periodic well tests. Any
amount rcalized from the sule or other disposition of equipment newly acquired in connection with any
such operition which would have been owned by a Non-Consenting Party had it participated therein
shall be redited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided:
and if there is a eredit balance, it shall be paid to such Non-Consenting party.

It and when the Consenting Parties recover from a Non-Consenting Party’s  relinquished interest
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same
interest it such well, the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Party would have been entitied to had it participated in the drilling,
rewarking, deepening or plugging back of said well. Thercalter, such Non-Consenting Darty shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accordane: with the terms of this agreement and the Accounting Procedure, attached hereto,

Notw thstanding the provisions of this Article VI.B.2, il is agreed that without the mutual consent
of all pur ics, no wells shall he completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms 1o the then-cexisting
well spacing pattern for such source of supply.

The jrovisions of this Article shall have no application whatsocever to the drilling of the initial
well deseribed in Article VLA, except (a) when Option 2, Article VILD.1., has been selected, or (b)
to the revrorking, deepening and plugging back of such initial well, if such well is or thercafler shall
prove o Le a dry hole or non-commercial well, after having been drilled to the depth specified in Article
VI.A.

C. Right to Tuke Production in Kind:

Each party shall have the right to take in kind or separately dispose of its proportionate sharve of
all oil and pas produced from the Contract Area, exclusive of production which may be used in de-
velopment and  producing operations and in preparing and treating oil Tor marketing purposes and
productior  unavoidably lost.  Any extra expenditure incurred in the taking in kind or scparate dispo-
sition by iny party of ils proportionate share of the production shall be borne by such puarty. Any
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest i production from the Contract Area, and, except as provided in Article VILB., shall be entitled
to receive payment direct from the purchaser thercofl for its share of all production.

In the event any party shall fiil to make the arrangements necessary 1o take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others ot any time and from time to time, Tor the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
crator shi ll be subject always to the right of the owner of the produclion to exercise al any time s
right to tike in Kind, or separately dispose of its share of all il and gas not previously delivered to
purchaser  Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Opcerator. shall not make a sale. including one into interstate commerce, of any other party's
share of jas production without first giving such other party thirty (30) dayvs notice of such intended
sale,

In th event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a day-to-day basis for any rcason arc not
exactly cqual to a party’s respective proportionate share of total gas sales to be allocated to it. the
balancing or accounting hetween the respective accounts of the parties shall be in accordance with
any Gas BPalaneing Agreement between the parties hereto, whether suech Apreement is attached  as
Exhibit =57, or is a separate Agreement.

D. Access to Contract Area and Information:

Each purty shall have access to the Contract Arvea at all reasonable times, at its sole risk to inspedt
or nbserv e operations, and shall have aceess at reasonable times to information pertaining to the de-
velopmen' or operation thereof, including Operator’s books and records relating thereto. Operator. upon
request. shall furnish cach ol the other parties with copies of all forms or reports filed with govern-
mental agencies. daily drilling reports, well Jogs, tank tables, daily gauge and run tickets and reports
of stock 01 hand at the first of cach month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Arca. The cost of gathering and furnishing information to
Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Welis:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VIR.2, anyv well
which huas been (|Ii”( «d under the terms of this agreement and is proposed to be completed as o drey hole
shall notl be plu;,;.,cd and abandoned without the consent of all parties. Should (%QIL .ngn fl’lm dtlf'(j'l
cffort. be unable to contact any party, or should any party fail to reply within kwi—q-ﬂ-) hours
(el —i—iStrbridtrve—rrrrerrr—ei—tepaiaiidieys) after receipt of notice of the proposal to plupg and
abandon ruch well, such party shall be deemed to have consented to the proposed abandonment. Al
such, wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
risk and cxpense of the parties who participated in the cost of drilling of such well. Any party who ob-
jeets to th e plugging and abandoning such well shall have the right to take over the well and conduct
further operations in scarch.of oil and or gas subject to the provisions of Article V1.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilied or re-
worked parsuant to Article VELB.2. hercof for which the Consenting Parties have not been fully reim-
bursed us thercin provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties, 11 all ;’):u'tivs consent to such abandonment, the well shall
be plupged and abandoned in accordance with applicable regulations and at the cost. risk and expense
of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandonment
of such well, all parties do not agree to the abandonment of any well, thuse wishing to continue its op-
ceration shall tender to cach of the other parties its proportionate share of the value of the well's salvable
material : nd equipment, determined in accordance with the provisions of Exhibit “C”, less the estimated
cost of sulvaging uand the estimated cost of plugging and abandoning. Each abandoning party  shali
assign to the non-abuandoning parties, without warranty, express or implied, as to title or as to quantity,
quality, or fitness for use of the equipment and material, all of its interest in the well and related equip-
ment, together with its interest in the leaschold estate as to, but only as to, the interval or intervals of the
formation or formations then open to production. If the interest of the abandoning party is or includes
an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an
oil and gis lease, limited to the interval or intervals of the formation or formations then open to produc-
tion, for u term of one year and so long therealter as oil and. or gas is produced from the interval or inter-
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1 vals of 1 e formation or formations covered thereby, such dease to be on the form attached as Fxhiba
2 BT The assignments or leases so limited shall encompass the “drilling unit” upon which the well s
3 Jocated. “he pavments by, and the assignments or leases to, the assignees shall be ina ratio based upon
4 the relatimship of their respective percentages of participation in the Contract Arca to the agprevate of
5 the pereetages of pacticipation in the Contract Area of all assignees. There shall be no readjustment
6 of interest in the remaining portion of the Contract Area.

7

8 Thercafter, abandoning parties shall have no further vespansibility, liability, or interest in the op

9 cration o or production from the well i the interval or intervals then open other than the rovalties

10 retained in any lease made under the terms of this Article. Upon request. Operator shall continue 1o
11 operate the assigned well for the account of the non-abandoning  parties at the rates and charges con-
12 templatec by this agreement, plus any additional cost and charges “which may arise ax the resalt of
13 the separite ownership of the assigned well.

14

15 ARTICLE VIL

16 . EXPENDITURES AND LIABILITY OF PARTIES

17

18 A, Liability of Parties:

19

20 The iability of the parties shall be several, not joint or collective. Each party shall be responsible
21 only fTor its obligations, and shall be liable only for its proportionate share of the costs of developing
22 and aperiting the Contract Arvca. Accordingly, the diens pranted among the parties in Article VITB. e
23 piven to weenre only the debis of cach severally. 1t is not the intention of the parties to ereate, nor <hall
24 this agreement be constrned as creating, o mining or other partnesship or association, o1 to render the
25 parties hable as partners.

26

27 B. Liens and Payment Defaults:

28

29 Each Non-Operator grants to Operator a len upon its oil and gas rights in the Contract Arvea, and a

30 sccurity interest inits share of ol and or gas when extracted and its interest in all equipment. to secure
31 pavment of its share of expense. together with interest thereon at the rate provided in the Accounting
32 Procedure attached hereto as Exhibit =C™ To the extent that Operator has a sccurity interest under the
33 Uniform Commercial Code of the State, Operator shall be entitled 10 exereise the rights and remedices
34 of a sccuced party uander the Code. The bringing of a suit and the obtaining of judgment by Operatos
35  for the sccured indebledness shall not be deemed an election of remedics or otherwise affeet the lien
36  rights or security interest as scecurity for the payment thereof. In addition. upon default by uny Non-
37 Operator i the payvment of its share of expense, Operator shalt have the right, without prejudice to
38 other rigats or remedies, o colleet from the purchaser the proceeds from the sale of such Non-QOperator’s
39 share of ol and or gas antil the amount owed by such Non-Operator has been paid, to include interest
40 on the deficiency at a rate per annum equal to prime rate as set by Chase Manhatten of NY and, if suit
41 1s brought to collect any deficiency, reasonable attommey's fees. Each purchaser shall be entitled to
42 rely upon Operator's written statement concerning the amount of any default. Operator grants a like

43 lien and security interest to the Non-Operators to secure payment of Operator's proportionate share of
e.

44 I any pity Iails or s unable 1o pay ils share of expense within sixty (60) days after vendifion ot
45 a statemoent therefor by Operator, the non-defaulting parties, including Operator, shall, upon reguest by
46  Operator, pay the unpaid amount in the proportion that the interest of cach such party bears to the in-
47 terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof, be subropated to the sceurity rights deseribed in the foregoing paragraph.

49

50 C. Payments and Accounting:

51

52 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall
54  charge cach of the parties hereto with their respective proportionate shares upon the expense basis pro-
55 vided in the Accounting Procedure attached hereto as Exhibit *C”. Operator shall keep an accurale
56 record of the joint account hereunder. showing expenses ineurred and charges and credits made and

57 rececived. -
58
59 Opcrator, at its election, shall have the right from time to time to demand and receive from the

60  other pacties payment in advance of their respective shares of the estimated amount of the expense to
61 be incuried in operations hereunder during the next suceeeding month, which right may be excercised only
62 by submission to cach such party of an itemized statement of such estimated expense, together with
63 an invoice for its share thereof, Each such statement and invoice for the payment in advance of esti-
64 mated ¢ pense shall be submitted on or before the 20th day of the next preceding month. Each party
65  shall par 1o Operator its proportionate share of such estimate within fifteen (15) days after such es-
66  timate and invoice is received. If any party fails to pay its share of said estimate within said time, the
67 amount luc shall bear interest as provided in Exhibit ©C” until paid. Proper adjustment shall be
68  made monthly between advances and actual expense to the end that cach party shall bear and pay its
69  proporticnate share of actual expenses ineurred, and no more.

70
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D. Linitation of Expenditures:

1. Jrill or Deepen: Without the consent of all parties, no well shall be drilled or decpened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VILB.2, of this Agreement, it being
understcod that the consent to the drilling or deepening shall include:

(X Opton No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
such well has reached its authorized depth, and all tests have been completed, Operator shall give im-

mediate notice to the Non-Operator%wrll'xé) haye the(z:%} to participate in the completion costs. The partics
receiviny? such notice shall have m urs (-exeluswe-of—&atm-de»y—&mdey—ond—lega&—luﬂa-

deys) in which to elect to participate in the setting of casing and the completion attempt. Such election,
when made, shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage and,or surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. If one or more, but less than all of the parties, elect to sel pipe and
to attemot a completion, the provisions of Article VI.B.2. hereof (the phrase *“reworking, decpening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include *“‘completing”) shall apply to
the operations thereafter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall include
consent o all necessary expenditures in conducting such operations and completing and equipping of
said we!l, including necessary tankage and/or surface facilities.

3. Ciher Operations: Opcrator shall not undertake any single project reasonably esllmntcd to require
an exper diture in excess of __1wenty five thousand Dollars ($ 25,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
ging back of which has bceen previously authorized by or pursuant to this agreement; provided, how-
ever, thet, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emcigency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
geney to the other parties. If Operator prepares “Authority for Expenditures™ for its own use,
Operator, upon request, shall furnish copies of its *Authority for Expenditures” for any single project
costing i1 excess of Fifteen thousand Dotlars ($ 15’6 s ).

E. Roy:lties, Overriding Royalties and Other Payments:

Eacl party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
1/8 of 8/8ths duc on its share of production and shall hold the other parties free
from any liability thevefor. If the interest of any party in any oil and gas lease covered by this agree-
ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
for or cause to be accounted for, such interest o the owners thereof.

_ No rarty shall ever be responsible, on any price basis higher than the price received by such party,
to any o.her party's lessor or royally owner; and if any such other party's lessor or royalty owner should
demand nd receive settlements on a higher price basis, the party contributing such lcase shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of
any Jeasc shall be paid by the party or parties who sebjected such lease to this agreement at its og.their
expense. In the event two or more partics own and have contributed interests in the same lensc;;l_o this
agreemer t, such parties may designate one of such parties to make said payments for and on behaH .of all
such parties. Any party may request, and shall be entitled to receive, proper evidence of all su¢ Pay-
ments. In the event of failure to make proper payment of any rental, shut-in well payment or mmlmum
royalty tnrough mistake or oversight where such payment is required to continue the lease | foxce

any loss which results from such non-payment shall be borne in accordance with the provnsnons‘jé\rhcle
IV.B.2.

Opcerator shall notify Non-Operator of the anticipated completion of a shut-in gas uf(cll ,5 thc %hul-
ting in o - return lo production of a producing gas well, at least five (5) days (excluding Salurduy, §un-
day and holidays), or at the carliest opportunity permitted by circumstances, prior to tnl_(_lnp_c_ “action.
but assumes no liability for failure to do so. In the event of failure by Operator 'q""’.éi;)"'n'riotlfy.Non-
Operator. the Joss of any lease contributed hereto by Non-Operator for failure to make:timely payments
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of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
1vV.B.3.

G. Taxes

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem 1 xation all property subjeet to this agreement which by law should be rcendered for such
taxes. and it shall pay all such taxes assessed thercon before they become delinquent. Prior to the ren-
dition datc. cach Non-Operator shall furnish Operator information as to burdens (Lo include, but not he
limited 1o, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by sach Non-Operator, I the assessed valuation of any leaschold estate is reduced by reason of its
being subjoet to ontstanding excess royaltics, overriding royalties or production payments, the reduction in
ad valoren. laxes resulting therefrom shall inare to the benefit of the owner or owners of such Jeaschold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner proviced in Exhibit =C".

If Opcrator considers any tax assessment .impmpcr. Operator may, at its discretion, protest within
the time i nd manner preseribed by law. and prosecute the protest to a final determination, unless all
parties agree 1o abandon the protest prior to {inal determination. During the pendency of administrative
or judicia. proceedings, Operator may cleet to pay, under protest, all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C”,

Euach harty shall pay or cause ta be paid all production, severance, gathering and other tuxes im-
posed upon or with respect to the production oy handling of such party’s share of oil and or pas pro-
duced und 2 the terms of this agreement,

H. Insurince:

At all times while operations are conducted hercunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted: provided. however, that Op-
crator mar be a self-insurer Tor liability under said compensation laws in which event the only chinrge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
bencfii of the joinl account of the parties as outlined in Exhibit “D”, attached to and made a part hercot,
Operator shull require all contractors engaged in work on or for the Contract Area to comply with the
Woirkmen's Compensation Law of the State where the operations are being conducted and 1o maintam
such nther insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit D", or subscquentiy
receives the approval of the parties, no direet charge shall be made by Operator for premiums paid for
such nsurance for Operafor's fully owned automotive equipment,

ARTICLE VI
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surreader of Leases:

The l:ases covered by this agreement, insofar as they embrace acreage in the Contract Avea, shall
not be surrendered in whole or in part unless all parties consent thereto.

Howe ser, should any party desire to surrender its interest in any lease or in any portion thereof, and
other part.es do not agree or consent thereto, the party desiring to surrender shall assign, without express
or implicd warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
cquipment which may be Jocated thercon and any ringts in production thercafter secured, to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest. the as-
signing party shall execute and deliver to the parly or parties not desiring to surrender an oil and pas
Jease covering such oil and gas interest for a term of one year and so long thereafter as oil and or pas

is producced from the land covered thereby, swshdersutoboouthe fomn-staehed—heretose—hndrbi——

Upon such assignment, the assigning party shall be relieved from all obligations thereafter acceruing,
but not therctofore accerued, with respect to the acreage assigned and the operation of any well thercon,
and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
duction other than the royalties retained in any icase made under the terms of this Article. The parties
assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any wells
and ecquipment on the assigned acreage. The value of all material shall be determined in accordance
with the Hrovisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plug-
ging and abandoning. If the assignment is in favor of more than one party, the assigned interest shall
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be shared by the parties assignee in the proportions that the interest of cach bears to the interest of all
parties assignec,

Any assignment or surrender made under this provision shall not reduce or change the assipnor’s or
surrender ng parties’ interest, as it was immediately before the assignment, in the balanee of the Contract
Arca: anc the acrcage assigned or surrendered, and subscequent operations thercon, shall not thercafter
be sunjece 1o the terms and provisions of this agreement.

B. Renceval or Extension of Leases:

If anyr party secures a renewal of any oil and gas lease subject to this Agreement, all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
of such mtice in which to cleet to participate in the ownership of the renewal lease, insofar as such
lease affests lands within the Contract Avea, by paying to the party who acquired it their several proper
proportionate shares of the ;wqixisili(m cost allocuted to that part of such lease within the Contract Area,
which shill be in pr()p(‘n'li()n to the interests held at that time by the parties in the Contract Arca.

If sotne. but less than all. of the parties elect to participate in the purchase of a renewal lease. it
shall be awned by the parties who clect to participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Contract Arca to the aggregate of the percentages
of participation in the Contract Arca of all parties participating in the purchase of such renewal lease.
Any renewald lease in which less than all parties clect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment, with-

out war;anty of title, of its proportionate interest therein by acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its arca or an interest therein, Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
for more than six (6) -months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
Jeases.

C. Acre:ige or Cash Contributions:

While this agreement is in foree, if any paocty contracts for a contribution of cash townrd the drilling
of 4 well or any other operation on the Contract Area, such contribution shall be paid to the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other ope-ation. If the contribution be in the form of acrcage. the party to whom the contribution is
madce sha | promptly tender an assignment of the acreage, without warranty of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. 11 all parties hereto
arce Drilli g Parties and accept such tender, such acreage shall become o part of the Contracl Arvea s
be goverred by the provisions of this agreement. I less than all parties hereto are Drilling Parties and
accept surh tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any othar operation on the Contract Arcea.

If any party contracts for any consideration relating to disposition of such party’s shave of substances
produced hercunder, such consideration shall not be deemed a contribution as contemiplated in this
Article VUILC.

D. Subsiquently Created Interest:

Notwithstanding the provisions of Article VIILE.%and VIIL.G., if any party hereto shall, subsequent
to execut on of this agreement, ercate an overriding royalty, production payment, or net proceeds inter-
est, whict such interests are hereinafter referred to as “subsequently created interest™, such subsequently
created interest shall be specifically made subject to all of the terms and provisions of this agreement, as
follows:

1. Il non-consent operations are conducted pursuant to any provision of this agreement, and the
party conducting such operations becomes entitled to receive the production attributable to the interest
out of which the subsequently created interest is derived, such party shall receive same free and clear
of such subsequently created interest, The party creating same shall bear and pay all such subsequently
created mmterests and shall indemnify and hold the other parties hereto free and harmless from any and
all Bability resulting therefrom.
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21 the owner of the interest from which the subscquently created inferest is derived (1) fails o
pay. whe oy duel its share of expenses chavgeable hereunder, or (2) cleets to abandon o well under pro-
visions of Article VLE. hereof. or (3) elects 1o surrender a lease under provisions of Article VIILA.
hercot. tw subscequently created interest shall be chargeable with the pro rata portion of all expenses
hereundor in the same manner as if such interest were a working interest. For purposes of colleeting
such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforcee all provisions of Article VILB. hereof against such subsequently created
interest,

E. DMairtenance of Uniform Inferest:

For the purpose ol maintaining uniformily of ownership in the oil and pgas leaschold  interests
covered Oy this agreement. and notwithstanding any other provisions to the cvontrary. no party shall
sell. encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers cither:

1. e entire interest of the party in all leases and equipment and production: or
2, an equal undivided interest in all Jeases and equipment and production in the Contract Area.

Every such sale. encumbrance. transfer or other disposition made by any party shall be made ox-
pressly subject to this agreement. and shall be made without prejudice o the right of the other parties,

If. a any time the interest of any party is divided among and owned by four or more co-owners,
Operator  at its diseretion, may require such co-owners to appoint a single trustee or agent with lull
authority to receive notices. approve expenditures, recetve billings for and approve and pay such party's
share of the joint expenses, and to deal generally with, and with power to bind. the co-owners of such
party’s iverests within the scope of the operations embraced in this agreement; however, all such
co-ownetrs shall have the right to enter into and exeeute all contracets or agreements for the disposition
of their espective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately. payment of the sale proceeds hereof.

F. Waisver of Right to Partition:
If permitted by the Jaws of the state or stutes in which the property covered hereby is located. cach

party horeto owning an undivided interest in the Contract Area waives any and all rights it may have
to partit on and have set aside to it in severalty its undivided interest therein.

& Rpof spantinl-iRi f"‘ TORE LIVEVN Tone
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interests in the Contract Area, it shall promptly give written notice to the other parties. witl
mation c¢oncerning its proposed sale, which shall include the name and address of

infor-
rospective pur-
chaser (‘vho must be veady, willing and able to purchase), the purchase _peet and all other terms ol
the offer. The other parties shall then have an optional prior pight7Jor a period of ten (10) days atter
nditions the interest which the other party
Teised, the purchasing parties shall share the pur-

receipt of the notice, to purchase on the same terms an
proposes to sell; and, if this optional right

chasced interest in the proportions tly ¢ inferest of each bears to the total interest of all purchasing

parties. lowever, there shy no preferential right 1o purchase in those cases where any party wishes

to mortg e its it SIs, or to dispose of its interests by merger, reorganization, consolidation, or <ale

of all o s#BStantially all of its assels to a subsidiary or parent compuny or to a subsidiary of a parent
m e a : il 2 i - b bl i 1
et b ey Prerty Tt —at—tre—atoek:

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This apreement is not intended to ereate, and shall not be construed 1o create., a relationship of part-
nership o an association for profit between or among the parties hereto. Notwithstanding any pro-
visions berein that the rights and liabilities hercunder are several and not joint or collective, or that this
agrecment and operations hereunder shall not constitute a partnership, if, for Federal income tax pur-
poses, this agreement and the operations hereunder are regarded as o partnership, cach party hereby
affected clects to be exeluded from the application of all of the provisions of Subchapter “K”, Chapter
1, Subtitte “A”. of the Internad Revenue Code of 1854, as permitted and authorized by Section 7651 ot
the Code and the regulations promulgated thereunder, Operator is authorized and directed to exceute on
behall o each pacty herehy affected soch evidence of this clection as may be reguired by the Scecretary
of the T casury of the United States or the Federal Internal Revenue Serviee, including specifically. hat
not by way of limitation, all of the retarns, statements, and  the data required by Federal Regula-
tions 1.751. Should there be auny reguirement that cach party hereby affected give further evidenee of
this elecion, cach such party shall exceute such documents and Turnish such other evidence as may be

requited by the Federal Internal Revenue Serviee or as may be necessary o evidenee this eleetion. No
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Arca is located or
any futuie income tax laws of the United States contain provisions similar to those in Subchapter K™,
Chapter i, Subtitle A, of the Internal Revenue Code of 1954, under which an election similar Lo that
provided oy Seetion 761 of the Code is permitted. cach party hereby affected shall make such clection ax
may be prormitted or required by such laws. In making the foregoing clection, cach such party states that
the 'income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS ANID LAWSUITS

Operator may scttle any single damage claim or suit avising from operations hercunder if the ex-

penditure doces not excecod Five thousand o e _Dollars
{($___ 5,300.00 ) and if the payment is in complete settiement of such claim or suit. 11 the amount
requircd or scttlement exceeds the above amount, the parties hereto shall assume and take over the

further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling. settling. or otherwise discharging such claim or suit shall be at the joint expense
of the paities. If a claim is made against any party or if any party is sued on account of any matter
arising from operations hercunder over which such individual has no control because of the rights given
Opcrator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
be treatec as any other claim or suit involving operations hereunder.

ARTICLE X1.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure 1o ecarry out its obligations
under this agreement, other than the obligation to make meney payments, that party shall give to all
other parties prompt written notice of the foree majeure with reasonably full particulars concerning it:
thercupon the obligations of the party giving the notice, so far as they are affected by the foree majeure.
shall be suspended during. but no longer than. the continuance of the force majeure. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The raquirement that any force majeure shall be remedied with all reasonable dispatch shall not
require th2 scttlement of strikes, lockouts, or other labor difficulty by the party inveolved, contrary to its

wishes: hcw all such difficultics shall be handled shall be entirely within the discretion of the party
concerned.

The trm “force majeure™, as here employed. shall mean an act of God, strike, lockout, or other
industrial disturbance, act of the public enemy. war, blockade, public riot, lightning, fire, storm. fiood.
explosion. governmental action, governmental delay. restraint or inaction, unavailability of cquipment,
and any cther cause. whether of the kind speeifically enumerated above or otherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

ATl notices authorized or required between the parties. and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall be given in writing by United States mail
or Westeray Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
whom the notice 1s given at the addresses listed on Exhibit “A”. The originating notice given under any
provision hercof shall be deemed given only when received by the party 1o whom such notice is directed.
and the time for such party to give any notice in response thercto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when s:nt by teletype. Each party shall have the right to change its address at any time, and from
time to tine, by giving written notice hereof to all othes parties.

ARTICLE X
TERM OF AGREEMENT

This sgreement shall remain in full foree and offect as to the oil and gas leases and or 0il and gas in-
terests sul jected hereto for the period of time sclected below: provided, however, no party hercto shall
cever be construed as having any right, title or interest in or 1o any lease, or oil and gas interest con-
tributed by any other party beyvond the term of this agreement.

H—ELphor—No—diBotorntirr—aithoitirdpardonneratieet—to—tHrn—tr e miremmin eyt
tinucd In Joree as to any part ol the Contrael Avuu—whether-byproduction, exiension, renewal or other-

-13 -
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1 [R Optioy No, 2: In the event the well deseribed in Article VLA, or any subscquent well drilied
2 under any provision of this agreement, results in production of oil and or gas in paying quantities, this
3 agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
4 tion, and for an additional period of 90 days {from cessation of all production; provided, however,
5 if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in
6 drilling o1 reworking a well or wells hercunder, this agreement shall continue in force until such op-
7 crations have been completed and if production results therefrom, this agreement shall continue in
8 force as provided herein. In the event the well deseribed in Article VLA, or any subscquent well
9 drilled hercunder, results in a dry hole, and no other well is producing. or capable of producing oil
10 and or gis from the Contract Area, this wgreement shall terminate unless drilling or reworking opera-
1] tions are commenced within ___&_days from the date of abandonment of said well.

13 It is agreed, however, that the termination of this agreement shatl not relieve any party hereto from
14  any liabil ty which has acerued or attached prior to the date of such termination,
15

16 , ARTICLE X1V,
15 COMPLIANCE WITII LAWS AND REGULATIONS
18 '

1% A, Laws, Regulations and Orders:

20

21 This agreement shall be subject to the conservation laws of the state in which the committed

22  acreape is Jocated, to the valid rules, regulations, and orders of any duly constituted regulatory body of

23 said state; and to all other applicable federal, state, and local laws, ordinances, rules. regulations, and

24  ovders. However, Non-Qperators agree to release Operator from any and all losses,

25 damages, injuries, claims and causes of action arising out of incident to or

26 resultirg directly or indirectly from Operator's interpretation or application of

27 rules, rulings, regulations or orders of the Department of Energy, Federal Energy

28 Regulatcry Commission or predecessor agencies to the extent Operator's interpretation
29 or application of such rules, rulings, regulations or orders were made in good faith.
30 Non-Operators further agree to reimburse Operator for their proportionate share of

31 any amounts Operator may be required to refund, rebate or pay as a result of an

32 1incorrect interpretation or application of the above noted rules, rulings, regula-

33 tions or orders, together with the Non-Operator's proportionate part of interest and

44 Penalties owing by Operator as a result of such incorrect interpretation or applica-

35 tion of such rules, rulings, regulation or orders.

36 )

37 B. Governing Law:

38 . . s . :

19 The essential validity of this agreement and all matters pertaining thereto

40 including, but not limited to, matters of performance, breach, remedies, procedures,
4 rights, duties and interpretation or construction, shall be governed and determined
o by the law of the state in which the Contract Area is located. If the Contract Area

4 is in two or more states, the law of the state where most of the land in the Contract
4 Area is located shall govern.

45

46

47

48 A, Substitute Wells:

49

50 1. 1If, in the drilling of the Initial Well, Operator loses the hole or encounters

51 mechanical difficulties rendering it impracticable, in the opinion of the Operator to

52 drill the well to the Objective Depth, then and in any of such events on or before

53 sixty (6)) days after completion of the Initial Well, Operator shall have the option

54 to commeace the actual drilling of another well (Substitute Well) at a lawful loca-

55 tion of Jperator's selection on the Unit Area, and prosecute the drilling of said

56 well wita due diligence and in a good and workmanlike manner to the Objective Depth.

57 For all purposes of this agreement, the drilling of the Substitute well shaf{i be con-

58 sSidered as the drilling of the Initial Well. _ o

59 '.:_")

60 2. Any srovision herein concerning the Initial Well shall also apply to th{?i

61 Substitu:e Well, and any provision herein excepting the Initial Well shall fiso

g2 except tie Substitute Well. ;f

63 ' o

¢4 B. Stat:ments and Billings - Notwithstanding any provision contained hereif or in

65 any exhibit attached to the contrary, it is specifically agreed bwetwgenjtwéf arties

66 hereto that Operator shall be required to render statements and bill*ngg‘énly to the

¢; Undersigied parties for costs and expenses chargeable to their interest$ a¥’set out

. herein. 'A?y party who disposes of a part of his interest shall be sq} ) '_gsible

69 for invoicing and.collecting from his assignees; provided however, [such party and his

"0 assignee; may designate in writing a new party from their group, adteptable“tb:.ﬂﬁ
Operator to receive statements and billings and pay Operator for cost and expenses
chargeable to the entire interest originally credited herein to such party.

ARTICLE XV
OTHER PROVISIONS
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ARTICLE XVL . BAUM NORTHWEST PROSPECT
MISCELLANEOUS March 15, 1985

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered
an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of _15th day of_ March
19_85.

OPERATOR

ATTEST: Fred G. Yates, Inc..
b A z(/wA/ G 7
! Frﬁd/b. YatU

NON-OPERATORS

ATTEST: Amoco ?W
By 4 . I~

ATTEST: Yates-McMinn, Ltd.

By
Fred G. Yates

ATTEST: Sunburst Exploration, Inc.
By,
ATTEST: New Mexico 0il Corporation
By
ATTESY: Valley 01l & Gas Company
By
Lo )

-15-



STATE OF NEW MEXICO )
COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this 45 day of
z%agicga ___, 1985, by Fred G. Yates, President of Fred G. Yates, Inc., a New
México corporation, on behalf of sald corporation.

My Commission Expires:

A0-£8 M&M
Notary Public

STATE OF ll:_lég )
COUNTY OF /744444 )

The fcregoing instrument w ’45 acknowledged before me this day of
“Zpad , 1985, by e
of Amoco Production Com y eﬁéggéiébéad co¥poration, on

behalf of naid corporation.

My Commissjon Expires:

STEven ot 2 2emay

Fortrtee 12, 192P e, Tt o

?ary Public /n a4t £%.

“T* o Tesas
STATE OF NIW MEXICO )
COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of

, 1985, by Fred G. Yates, President of Fred G. Yates, Inc., a New
Mexico corporation, General Partner of Yates-McMinn, Ltd., a New Mexico limited
partnershiy, on behalf of sald corporation and partnership.

My Commission Expires:

Notary Public

STATE OF N=W MEXICO )

COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of
, 1985, by ’
Sunburst Exploration, Inc., a corporation, on behalf of
sald corporation. -

My Commission Expires:

Notary Public
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ARTICLE XVL . BAUM NORTHWEST PROSPECT
MISCELLANEOUS March 15, 1985

This a;ireement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered
an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of _15th day of__March
19__85. '

OPERATOR

ATTEST: Fred G. Yates, Inc.

' M‘/E/%mw\//

By e, Th
Fre{\ﬁ/ Yatii::;/

NON-OPERATORS

ATTEST: Amoco Production Company
By

ATTEST: Yates-McMinn, Ltd.
By

Fred G. Yates

ATTEST: Sunburst Exploration, Inc.
By

ATTEST: New Mexico 0il Corporation
By

ATTEST:

iod

=0
VA8 27113 arntily,an, Sk s wrabdhts
et ont whena petiorired 4 mitien b !

Ameran A.awer g0 of Fet-ter= L e -
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~

STATE OF MEW MEXICO )

COUNTY OF CHAVES )

The oregoing instrument was acknowledged before me this day of

y 1985, by

of New Me:dco 0il Corporation, a
sald corporation.

My Commission Expires:

STATE OF NEW MEXICO .)

COUNTY OF CHAVES ).

corporation, on behalf of

Notary Public

~

The foregoing instrument was acknowledged before me this A day of

Qs X , 1985, by
of Valﬂey 0il & Gas Company, a
of said corporation.

My Commicssion Expires:

SWIPV) &4,

~

?
corporation, on behalf

Public
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1 ARTICLE XVL . BAUM NORTHWEST PROSPECT
2 MISCELLANEOUS March 15, 1985

3

4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
5 respective heirs, devisees, legal representatives, successors and assigns.

6

7 This instrument may be executed in any number of counterparts, each of which shall be considercd
8 an original for all purposes.

9

10 IN W.TNESS WHEREOF, this agreement shall be effective as of _15th  day of__March . .
11 19_B5.

12

13 OPERATOR

14

15"

16, % A‘I‘TES’I“ Fred G. Yates, Inc.

}g " %14/%”’“’7['/ 2, el & FETA
-go ok o thed/c’. Yates\\/

m c . /‘"« b

29 T o~ -

23 :

24 NON-OPERATORS

25 ’

26

27  ATTEST: Amoco Production Company
28

29 By
30

31 Lo
- ATEEST: ¢ . i Yates-McMinn, Ltd.

3227 G

n _r‘,’é.'g. /. Ty '
g: .- - By M‘\ﬂ‘(
:36 PR - _ : Freu Yates U

37"' , '} : - ‘

3g” ) ‘4 ,; .

39  ATTEST:" Sunburst Exploration, Inc.
40

By

Valley 0il & Gas Company

By

»

-15-



STATE OF NEW MEXICO )
COUNTY 07 CHAVES )

The foregoing instrument was acknowledged before me this ng: day of
A , 1985, by Fred G. Yates, President of Fred G. Yates, Inc., a New

, :“: Mexico gorporation, on behalf of said corporation.

-

B ﬂf,CQmmiégibn Expires:

-20-3% Kt of) Chaclan)
Notary Public

STATE OF y -

COUNTY OF )

he foregoing instrument was acknowledged before me this day of
» 1985, by

of _ Amuco Production Company
behalf of said corporation.

»
, a corporation, on

My Comm .ssion Expires:

Notary Public

STATE OF NEW MEXICO )

COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this ?dg day of
%gﬁtg » 1985, by Fred G. Yates, President of Fred G. Yates, Inc., a New
M

exico corporation, General Partmer of Yates-McMinn, Ltd., a New Mexico limited
partnership, on behalf of said corporation and partnership.
ny Comnission Expires:

gﬂ?&‘fﬁ' 7KILLLL—AC] <:Zm&LiZLr\)

Notary Public

STATE OF NEW MEXICO )

COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of
» 1985, by ,
Sunburst Exploration, Inc., a corporation, on behalf of

said corporation.

My Comnission Expires:

Notary Public



STATE OF NEW MEXICO )

COUNTY OF CHAVES )
- The foregoing instrument was acknowledged before me this 8 day of
April , 1985, by L. C. HARRIS »_President

of New Mexico 0il Corporation, a
sald corporation.

My Commission Expires:

November 14, 1987

STATE OF NEW MEXICO )

New Mexico

corporation, on behalf of

COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of
, 1985, by .

of Valley 0il & Gas Company, a

corporation, on behalf

of sald corporation.

My Comm:.ssion Expires:

Notary Public
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ARTICLE XVL
MISCELLANEOUS

March 15, 1985

This ag cement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisces, legal representatives, successors and assigns.

This instrument may be exccuted in any number of counlerparts, each of which shall be considered

an original for all purposes.

IN WITNESS WHEREQF, this agreement shall be effective as of

19_85.

15th day of _ March

OPERATOR

ATTES f’],”//%w/l/ :

T

Fred Yates, Inc.

By 3; 2
Freevs/ Yatest://

NON-OPERATORS

ATTEST:

ATTEST:

ATTEST:

ATTEST:

ATTEST:

-15-

Amoco Production Company

By

Yates-McMinn, Ltd.

By
Fred G. Yates

Sunburst Explorati

, Inc.

New Mexico 0il Corporation

By

Valley 0il & Gas Company

By

"\
PR
f
o 2 ey i
Apuee fovesgingn o Felsgmun: Lanames

BAUM NORTHWEST PROSPECT




STATE OF NEW MEXICO )
COUNTY CF CHAVES )

The foregoing instrument was acknowledged before me this f “/ day of
_Zzﬂlzl , 1985; by Fred G. Yates, President of Fred G. Yates, Inc., a New

Mexico (orporation, on behalf of said corporation.

My Commission Expires:

¥-20-2% w&a&_—
Notary Public

STATE OF )
COUNTY OF D)
The foregoing instrument was acknowledged before me this day of
, 1985, by ,
of Amoco Production Company , a corporation, on

behalf of sald corporation.

My Commlssion Expires:

Notary Public

STATE OF NEW MEXICO )
COUNTY JF CHAVES )
The foregoing instrument was acknowledged before me this day of

, 1985, by Fred G. Yates, President of Fred G. Yates, Inc., a New
Mexico corporation, General Partner of Yates-McMinn, Ltd., a New Mexico limited
partnership, on behalf of said corporation and partnership.

My Commission Expires:

Notary Public

STATE (F NEW MEXICO )

COUNTY OF CHAVES )
Tge foregoing instrument, was acknowlgdged before me this 8 day of
3%!' ,» 1985, by .
SunBurst Exploration, Inc., a ) corporation, on behalf of

said corporation.

My Comnission Expires: L

Jois v 516 Statis X Megss

Notary Public



STATE OF NEW MEXICO )

COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of
, 1985, by ’
of New Mexico 0il Corporation, a corporation, on behalf of

salid corporation.

My Commission Explres:

Notary Public

STATE OF NEW MEXICO )

COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of
, 1985, by ,
of Valley 0il & Gas Company, a corporation, on behalf

of said corporation.

My Comm:.ssion Expires:

Notary Public



EXHIBIT "A"

ATTACHED TO AND MADE A PART OF OPERATING
AGREEMENT DATED March 15, 1985 BETWEEN
FRED G. YATES, INC. AS OPERATOR AND

OTHER SIGNATORY PARTIES THERETO AS NON-
OPERATORS

Land:; Subject to Contract:

Township 13 South, Range 32 East, N.M.P.M.

Section 13: Swl

Restrictions as to Formations and Depth:

NONE.

Percentage lnterests of the Parties to this Agreement:

BCP
WORKING INTEREST
Amoco Production Company . 50000000
Yates-McMinn, Ltd .31250000
Sunburst Exploration .07000000
New PMexico Oil Corporation . 11750000
1.00000000
ACP
WORKING INTEREST
Amocc Production Company . 50000000
Yates-McMinn, Ltd. .23437500
Sunburst Exploration, Inc. . 11500000
New Mexico 0il Corporation .08812500
Valley 0il1 & Gas Company .06250000
1.00000000
BPO )

Amoco Production Company . 50000000
Yate:s-McMinn, 1td. .23437500
Sunburst Exploration, Inc. . 11500000
New Mexico 0il Corporation .08812500
Vall:y Oil & Gas Company .06250000
: 1.00000000

APO

WORKING INTEREST

WORKING INTEREST

Amoco Production Company - - 50000000
Yates-McMinn, Ltd. 23437500
Sunburst Exploration, Inc. . 11500000
New Mexico 0il Corporation .08812500
Valley 0il & Gas Company .06250000

1.00000000



4, 011 & Gas and/or 011 & Gas Interests Subject to this Agreement:

a) 011 and Gas Lease dated November 24, 1931, executed by the State of New
Mexico in favor or Orrin L. Staplin, being State Lease No. B-399, insofar
as said lease covers the following described lands in Lea County, New
Mexico: .

Township 13 South, Range 32 East, N.M.P.M.

Section 13: Wi/aswly,

b) 211 and Gas Lease dated May 1, 1977, exeuted by the State of New Mexico
in favor of Featherstone Development Corporation, beling State Lease No.
LG-4177, insofar as sald lease covers the following described lands in
Lea County, New Mexico:

" Township 13 South, Range 32 East, N.M.P.M.

Section 13: Elfswl/

5. Addresses of the Parties for Notice Purposes:

Amcco Production Company
P.C. Box 3092
Hovston, TX 77253

Yates-McMinn, Ltd.

Fred G. Yates, Inc.
SUMWEST Centre, Suite 919
Roswell, N.M. 88201

Surburst Exploration, Inc.
P.0. Box 2608
Rosiwell, N.M. 88201

New Mexico 0il Corporation
P.0. Box 1714
Roswell, N.M. 88201

Va.ley 0il & Gas Company
P.0. Box 1000
Roswell, N.M. 88201
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BAUM NORTHWEST PROSPECT
March 15, 1985

There is no EXHIBIT g
to this Operating Agreement



. COPAS — 1974

Recommended by the
Council of Petroleum

BOX 803 0
NoaffBllE 601, 0¥s2°3k 74100 Accountants Societies

1.

EXHlBIT [ 1] C .t

Attached to and made a part of .Lhe Operating Agreement dated
March_15, 1985 between Fred G. Yates, Inc., as Operator, and
)ther Parties signatory hereto as Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is atiached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account' shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Opérator" shall mean the party designated to conduct the Joint Operations.
“Non-Operator;” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Em>loyees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and prob.ems for the benefit of the Joint Property.

“Personal Exp'nses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recent.y recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expend ture, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and »xpense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance theh
share of estim.ated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect adviunces received from the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%¢) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection >f unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or guestion the correct-
ness thereof; rovided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shalt
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Opcrator and all other Non-Operators, shall have the right to audit Ope-
rator’s accoun s and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period followi1g the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultancous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this /siccounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreemen: or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

—1—



II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

2.

7.

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
Labor

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field.

(3) Salarie: and wages of Technical Employees directly employed on the Joint Property if such charges arc
excluded from the Overhead rates.

B. Opcrator’s -ost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employces ‘vhose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” ¢n the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section 11. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditur:s or contributions made pursuant to assessments imposed by governmental authority which are
applicable .0 Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Scc-
tion II.

D. Personal Expenses of those employees whose saluries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Embloyee Benefits

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labm
cost chargeable: to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual
cost not to exczed twenly per cent (209%).

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material ;hall be purchased for or trans{erred to the Joint Property as may be required for immediate use
and is recasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shzll be avoided.

Transportation

Transportatior of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Materia is moved to the Joint Property from the Operator's warehouse or other properties, no charge shuall
be made tc the Joint Account for a distance greater than the distance from the nearest reliable supply store.
recognized barge terminal, or railway receiving point where like material is normally available, unless agrecd
to by the Farties. ’

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Accouint for a distance greater than the distance to the nearest reliable supply store, recognized burge
terminal, or railway receiving point unless agreed 1o by the Parties. No charge shall be made to the Joint Ac-
count for moving Material 1o other properties belonging to Operator, unless agreed to by the arties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual pross trucking cosxt
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilitics provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Scction 1II. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engagec on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment ani Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilitics at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs. other
operating :xpense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8¢¢)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate areu
of the Joint Property.

B.. In iieu o charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 2095. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Associatign.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's
gross neglige ice or willful misconduct. Operator shall furnish Non-Operator written notice of damages or lusscs
incurred as suon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal slalt
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other lcpal
expense is cosidered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

Expenses incurred by Operator in representing the Joint Property at hearings or pro-
ceedings before state or federal regulatory or administrative agencies.

-2~
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Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the PPar-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men'’s Compcen:iation and/or Employers Liability under the respective state’s laws, Operator may, at its clection,
include the risk under its self-insurance program and in that event, Operator shall include a charge a! Opcrator's
cost not to exceed manual rates,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

Overhead - Diilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling anc producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as incjuded in the Overhead rates provided for in the above selected Paragraph of this Section 111 unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ji. The salarie:, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services anc. contract services of technical personnel directly employed on the Joint Property shall { ) shull
not ( ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:

Drill.ng Well Rate $___4,515.00
Prod acing Well Rate $ 460.00

(2) Applicetion of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

[l Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2;; Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-

sion of drilling operations for tiftecn (15) or more consecutive days

[3]| Charges for wells undergoing any type of workover or recompletion for a period of five {(5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied Tor
the period from dale workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consccutive
days.

(b) Producing Well Rates

{1]) An active wel] cither produced or injected into for any portion of the month shall be counsidered
as a one-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a scparate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet. -

[4] A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The w21l rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the ra.es currently in use, plus or minus the computed adjustment.

—3 —



2.

B—Overhead—llercentage—Basis
H—-Opereto:—shall-eharge-theJointAccount-at-the-foHowing—rates: —

(a) Development

—  _Percent ( %) of the cost of Development of the Joint Propert
pro nded under Paragraph 9 of Section II and all salvage credits.

{b) Operating

———— _Percent (%) of the cost of Operating the
unc er Paragraphs 1 and 9 of Section 11, all salvage credi
for secondary recovery and all taxes and assessm
era. interest in and to the Joint Property.

clusive of costs

t Property exclusive of costs provided
§, the value of injected substances purchased
which are levied, assessed and paid upon the min-

(2) Applicaiion of Overhead - Percenta sis shall be as follows:

S sand any ou:ner project clearly discernible as a fixed asset, except Major Construction as defined in

Overhead - Major Construcllon

To compensate Operator ‘for overhead costs incurred in the construction and mstallatnon of fixed asscls, the ex-
pansion of {ixel assets, and any other project clearly discernible as a fixed -asset required for the development and
operation of th: Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of $__* :

A. * % of total costs if such costs are more than $ * but less than $ * : plus
B. __* ¢ of total costs in excess of $___* but less than $1,000,000; plus

C. * %, of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single pro; ect shall not be treated separately and the cost of drilling and workover wells shall be excluded.

To be negotiat
Amendment o/ Rates g ated

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements uffecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to oufsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus cordition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1

Purchases

Material purcl ased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material foind to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjusiment has been received by the Operator.

Trans{ers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parlics, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Mate-ial (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
publisied price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Properly
where such Material is normally available,

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
g::aph 2A (1) of this Section 1IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
suppl: store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Use:d Material (Condition B)
Material in sound and scrviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seveniy-five percent (75%) of current new price, as determined by Paragraph 2A of this Scction 1V,
(2) Material moved from the Joint Property '

(a) At seventy-five percent (757 ) of current new price, as determined by Paragraph 2A of this Scction 1V,
i” Material was originally charged to the Joint Account as new Material, or
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(b) at s xty-five percent (65%) of current new price, as determined by Paragraph 2A of this Scction

IV, f Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Conditioa C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-
graph 24 of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Ccndition C value plus cost of reconditioning does not exceed Condition B value,

(2) Conditioa D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. lMaterial no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Zondition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Ma'erial

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should result in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Concitions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Mate:ial is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusua. causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Materiil at the Operator’s actual cost incurred in providing such Material, in making it suitable for usc,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to hilling Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Opera .or within ten days after receiving notice from Operator, to furnish in kind all or part of his sharc
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

Operator does rot warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account uatil adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notlice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice ¢f intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnishzd to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountabl: only for shortages due to lack of reasonable diligence. .

Special Inventories

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of inlcrest takes
place. In such cases, both the seller and the purchaser shail be governed by such inventory.

Expense of Corducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties,



EXHIBIT “D"

ATTACHED TO AND MADE A PART OF OPERATING
AGREEMENT DATED March 15, 1985, BETWEEN
FRED G. YATES, INC., AS OPERATOR AND
OTHER SIGNATORY PARTIES THERETO AS NON-
OPERATORS :

At all times during the conduct of operations hereunder, Operator shall maintain
in force tne following insurance:

A. Workmens' Compensation Insurance and Employers' Liability
Insurance as required by the laws of the State in which
operations are being conducted.

B. Comprehensive General Public Liability in the following:

Bodily Injury: ’ $300,000 combined
single 1limit

Property Damage: included

C. Automobile Public Liability and Property Damage Insurance
with limits of not less than $300,000 for any one person
injured in any accident and not less than $300,000 for any
number of persons injured in one accident, and with not
less than $300,000 property damage coverage for one accident.

All premivms paid on such insurance shall be charged to the joint account.
Except by mutual consent of the parties, no other insurance shall be maintained
for the jcint account, and all losses not covered by such insurance shall be
charged tc¢ the joint account.



EXHIBIT "E"

ATTACHED TO AND MADE A PART OF OPERATING
AGREEMENT DATED  March 15, 1985, BETWEEN
FRED G. YATES, INC., AS OPERATOR AND
OTHER SIGNATORY PARTIES THERETO AS NON-
OPERATORS

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this gas storage
agreenent is attached own the working interest in the gas rights underlying the
Contract Area covered by such agreement in accordance with the percentages of
participation as set forth in Exhibit "A" to the Operating Agreement,

In accordance with the terms of the Operating Agreement, each party
hereto has the right to take its share of gas produced from the Contract Area
and mirket the same. In the event any of the parties hereto is not able to
marke!. its share of gas produced from the Contract Area to a purchaser which is
unable at any time while this agreement is in effect to take the share of gas
attritutable to the interest of such party, the terms of this storage agreement
shall automatically become effective.

During the period or periods when any party hereto has no market for
its stare of gas produced from the Contract Area, or its purchaser is unable to
take its share of gas produced from the Contract Area, the other parties shall
be entitled to produce each month one hundred percent of the allowable gas. pro-
ducticn assigned to such Contract Area by the regulatory agency having jurisdic-
tion thereover, and shall be entitled to take and deliver to its or their
purchzser all of such gas production. All parties hereto shall share in and own
the liquid hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject to the Operating Agreement to which
this gpas storage agreement is attached, but the party or parties taking such gas
shall own all of the gas delivered to its or their purchaser. Each party unable
to market its share of the gas produced shall be credited with gas in storage
equal to its share of the gas produced under this agreement, less its share of
gas used in lease operations, vented or lost. The Operator will maintain a
current account of the gas balance between the parties and will furnish all par-
ties hereto monthly statements showing the total quantity of gas produced, the
amount used in lease operations, vented or lost, and the total quantity of
liquid hydrocarbons recovered therefrom.

At all times while gas is produced from the Contract Area, each party
hereto will make settlement with the respective royalty owners to.whom they are
each accountable, just as if each party were taking or delivering to a purchaser
its share, and its share alone. Each party hereto agrees to hold each other
party harmless from any and all claims for royalty payments asserted by royalty
owners to whom each party is accountable. The term "royalty owner" shall
include owners of royalty, overriding royalties, production payments and similar
interests.

After notice to the Operator, any party at any time may begin taking or
delivering to its purchaser its share of the gas produced from the Contract
Area. 1In addition to its share, each party, including the Operator, until it
has re:overed its gas in storage and balanced the gas account as to its
interest, shall be entitled to take or deliver to a purchaser a volume of gas
equal to its share plus fifty percent (50X) of the overproduced party or
parties' share of gas produced from the Contract Area. If two or more parties
are entitled to the fifty percent (50%) of the overproduced party or parties'
share >f the gas produced, they shall divide such fifty percent (50%) in accor-
dance w~ith the percentage of participation }n the contract area.

In the event production of gas from the Contract Area permanently
ceases prior to the time that the accounts of the parties have been balanced, it
is agr2ed that a complete balancing will be accomplished by a money settlement
betwee1 the parties. Such settlement shall be based upon the price actually
received by the parties for the latest delivery of a volume of gas equal to that
for which settlement is made.

This agreement shall become effective in accordance with its
terms .and shall remain in force and effect as long as the Operating Agreement to
which {t is attached remains in effect, and shall inure to 'the benefit of and be
binding upon the parties hereto, their successors, legal representitives and
assigni,
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JIM BACA Commiss[oner 4 PuUic Lanc!.s P.0. BOX 1148

COMMISSIONER April 9 1985 SANTA F£, NEW MEXICO B7504-1148
’

Express Mail Delivery Use:
310 01d Santa Fe Trail
Santa Fe, New Mexico 87501

Sunburst Exploration, Inc.
P. 0. Box 260¢
Roswell, New Mexico 88202

Fe: New Mexico 0il Conservation Division Case No. 8532
Attn: Mr. Larry T. Hunnicutt
Gentlemen:

It is my understanding that all interest owners in the SW%, Section 13, T-13S,
R-32E, Lea County, New Mexico have reached an agreement as to who would drill a well
on the approved 160 acres spacing unit and they have also agreed as to the cost. An
AFE and an operating agreement has purportedly been signed by all necessary parties,
and there is no further need for the compulsory pooling requested in Case No. 8532.

The Commissioner of Public Lands, however, respectfully requests this case be
heard an and Order issued for compulsory pooling as there is a deceased record title
owner, namely Floyd Karsten, that cannot execute a Communitization Agreement as re-
quired by our statutes, in order to pool two leases creating a 160 acre spacing unit.
The Commission:r of Public Lands does recognize the authority of the 0il Conservation
Division to oriler the pooling of more than one lease for a proration unit. In short,
our reason for proceeding with this hearing is to legally pool the two State leases
which cannot viluntarily be communitized because of a deceased record title owner.

e 3 Very truly yours,
i Jim Baca
7- 4 Commissioner of Public Lands

P N e oo,

By: Ray D./Graham, Director
0il and Gas Division
A/C 505-827-5744

JB:RDG: cw
cc: Fred G. Yetes, Inc. cc: Mr. Richard Stamets
Sunwest Centre, Suite 919 New Mexico Oil Conservation Division

Roswoell, dew Mexico 88201 Santa Fe, New Mexico
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\FE Frepared by: __AZL7"("7 /

‘rospect: Northwest Baum
LEASEJUNILT :Sunburst/: eatherstone State

rLed b,

toswell,

TdlUD, AtIL.
Sunwest Centre Suite 1010

NM

88201
DATE: 3/11/85__

LOCATION:SH!Y; Sec.

13, T135, R32E, 555' FSL & 555' FWL

WFLL NUMBER 1]
fIr"'

COUNTY /RARYEN Lea STATE ﬁ

JRILLING METHOD: Rotary

DEPTH 9900 TARGET FORMATION Pern {ree

Drilling and completion costs
Intangible drilliig costs

Road-location-3its-surveyor-surface-settlement

Rathole service

Turnkey price

Footage 10,000 @  15.00
Daywork 4 @ 4600,
@

Surface casing scervice
Intermediate cising service
Mud
Vater
Bits, hole operiers & rcamers
Supervisor
Rentals-stabilization & rotating heads
Transportation .
Miscellancous '

Total intangible drilling costs

Intangible drilling formation evaluation cest

Logs, Comp N » F Dens _ DLL , MLL
GR

Coring service

DST 3 Q 3,600

Geological mud lopging service
Miscellancous

Total intaagible drlg formation evaluation

Intangible completlion costs

Producing Cust Drv lole Qg:;

) 26,000 $ 26,000
1,700 1, 700
150,000 "‘TBE,GBU““"
18,400 18,300 —
4,500 4,500
15,000 15,000
18,000 18,000
12,000 12,000
3,000 3,000 "~
4,000 4,000
2,600 2,600
. 3,000 3,000
$ 258,200 §__ 258,200
22,100 22,100
10,800 10,800
5,000 5000
3.500 3,500 _.

$ 41,400 $ 41,400

Service unit cost 10 days @ 13,000
Production casing service 8,000
Completion fluid(s) 4,500
Rentals 14,000
Perforation/production logging 6,200
Stimulation-treiting 15,000
Supervisor 2,800
Transportation 2,700
Miscellancous 3,000
Plupging. expense 12,000
Total intargible completion costs $ 69,200 $ 12,000
Tangible drilling costs and completion costs
Conductor casing of _ -
Surface casing - 450" of 13-3/8" . 6,200 6,200
Intermediate casing 4050° of 8-5/8" 41,700 41,700
Production casing 10,000’ of 5-1/2" 73,600
of
Production tubing 9850’ of 2-7/8" 28,890
Casing head 3,500 3,500
Tubing head & christmas trce 11,000 -
Subsurface equipment , 1,000
Total tangible drlpg costs.§ compl costs $ 165,890 $___ 51,400
f.case equipment
Anchors 750
Flow lincu, valv: & connection 2,600
Tanks 18,900
Separator(s) - 3,000
Treater 73
Gas production unit ST DY ALY T rj*w;r’ 1
Meter runs B“i ff‘,“E EASI zhlgbo
Artificial 1ift & driver Lot "$0,000;
Installation coss DU 16,000
¢ Total lcase equipment [~ -~ = ~ $____ 130,850
T . EP‘:\__, -975%1/
otal intangible coxts i B _ 368,800 311,600
Total tangible costs L::zz:a-A-L~-—‘”“* 165, 51,400
Total lease cquipment 130,850
Admingstrative 4,500 4,500
‘TAL COSTS $ 670,040 $a 367,500

t 13 recognized that the amounts provided for herein are i z&ss Z:: L ATPROVED
timated onlv. and anrroval of thic anthorization =hnll ex= <r_ -



Roswell, NM 88201 GoLivios 307
\FE Prepared by: 55;7“<)L7ky7 DATE: __lLLLﬁﬁl_.iu

'rospect: -Northwest Jaum

.EASE/uUNLT Sunburs:/Fwatherstone State WFLL NUMBER #!

(OCATION:SWY Sec. 13, T135, R32E, 555' FSL & 555' FWL _ COUNTY/PARIEN __ Lea STATE -

JRILLING METHOD: Ro:ary DEPTH 9900' TARGET FORMATION Permo-Pent
Producing Cest Dry Hole Cost

Drilling and completion costs
Intangible drilling costs

Road-loncation-plts-surveyor-surface~settlement $ 26,000 $ 26,000
Rathole service 1,700 1,700 -~
Turnkey price _ -
Footage 10,009 @ 15.00 150,000 150,000
Daywork 2 @ - 4600. . 18,400 18,400
P — -
Surface casing service 4,500 4,500
Intermediate casing scrvice 15,000 15,000
Mud 18,000 18,000
Water 12,000 12,000
Bits, hole opencrs & rcamers
Supervisor 3,000 3,000
Rentals-stabilization & rotating heads 4,000 4,000
Transportation 2,600 2,600
Miscellancous : 1000 3.000
Total futaagible drilling costs §__258.200 $__258,200

Intangible drilling formation evaluation cost
Logs, Comp . F Dens DLL , MLL

GR : 22,100 22,100 A
Coring service
DST 3 @ 3,600 10,800 10,800
Geological mud lopging scrvice 5 000 5 .000
Miscellancous 350 3.500
' Total intaagible drlg formation evaluation $ 41,408 $ 41,400
Intangible completion costs
Service unit cost 10 days 9 1300 13,000
Production casiag service 8,000
Completion {luii(s) 4,500
Rentals 14,000
Perforation/production lopging 6,200
Stimulation-treating , ’ 15,000
Supervisor 2,800
Transportation 2,700
Miscellancous 3,000
Plupgging. expense 12,000
Total {ntaagible completion costs $ 69,200 $ 12,000
Tangible drilling zosts and completfon costs
Conductor casing of -
Surface casing 450" of 13-3/8" - 6,200 6,200
Intermediate casing 4050 of 8-5/8" 41,700 41,700
Production casfag 10,000' . of 5-1/2" 73,600
of
Production tubfang 9850’ of 2-7/8" 28,890
Casing head 3,500 3,500
Tubing head & christmas trce ' 11,000 .
Subsurface equipment 1,000
Total tanglble drlg costs & compl costs $ 165,890 $__ 51,400
Lease equipment
Anchors 750
Flow lincu, valve & connection 2,600
Tanks 18,900
Separator(s) - 3,000
Treater : 7,500
Gas production unit ‘
Meter runs 2,100
Artificial 1ife & driver A 80,000
Installation costs i : 16,000
2 Total lease equipment $__ 130,850
Total intangible costs 368,800 311,600
Total tangible costs 165,890 51,400
Total leasc cquipment 130,850 '
Administrative 4,500 4,500
TOTAL COSTS : - $ 670,040 /) $ , 367,500
It 13 recognized that the amounts provided for herein are J//éféxlyé'(7fgz;7é;APPROVF'
estimated only, and approval of this authorization shall ex- David 5. Harle

COMPAN®
tend to the actual costs incurred in conducting the qpcrations unburst Explroation, QUMM
specified, whether marg ue than herein sct out."™ April 2, 1985 DAT!




L Kusweil, M1
AFE Prepared by: __:lg/“{ 2/77

Prospect:_ Northwest Baum

LEASE /UNLT:Sunburst/7eatherstone State

8dcUlL

LOCATION:SWY% Sec. 13, T13S, R32E, SSélﬁFSL & 555' FWL
DRILLING METHOD:__ Rotary

Drilling and completion costs
Intangible drilling costs

COUNTY /PARXSR
DEPTH

Producing Cost

Road-1lncation-pits-surveyor-surface-settlement $ 26,000
Rathole service 1,700
Turnkey price
Footage 10,090 @ 15.00 150,000
Daywork 4 @ 4600, . 18,400
@ -
Surface casing service 4,500
Intermediate casing scrvice 15,000
Mud 18,000
Water 12,000
Bits, hole opcicrs & reamers
Supervisor 3,000
Rentals-stabilization & rotating heads 4,000
Transportation 2,600
Miscellaneous 1.000
Total futangible drilling costs '$_ 258.200
Intangible drilling formatfon evaluatfion cost
Logs, g;mp N o __F Dens _ DLL , MLL 22100
Coring service
DST 3 @ 3,600 10,800
Geological mud logging service 5000
Miscellaneons 1.500
Total intingible drlg formation evaluation $ 41,400
Intangible completion costs
Service unit cost 10 days Q 1300 13,000
Productfon cas:ng service 8,000
Completion flu:d(s) - 4,500
Rentals 14,000
Perforation/production logging 6,200
Stimulation-treating 15,000
Supervisor 2,800
Transportation 2,700
Miscellancous 3,000
Plugging, cxpense
Total intungible completion costs $ 69,200
Tangible drilling costs and completion costs
Conductor casing of
Surface casing 450" of 13-3/8" . 6,200
Intermediate czsing 4050 of 8-5/8" 41,700
Production casing 10,000’ of 5-172" 73,600
of
Production tubing 9850 of 2-7/8" 28,890
Casing head 3,500
Tubing head & christmas trece 11,000
Subsurface cquipment 1,000
Total tanyible drlg costs & compl costs $ 165,890
Lease equipment
Anchors 750
Flow lincs, valve & connection 2,600
Tanks 18,900
Separator(s) - 3,000
Treater 7,500
Gas production unit
Meter runs 2,100
Artificial 14ift & driver 80,000
Installation ccsts Ol 16,000
’ 4 Total lcase equipment $ 130,850
Total intangible costs 368,800
Total tangible cocts 165,890
Total leasc cquipment 130,850
Administrative 4,500
TOTAL COSTS ~ $ 670,048 [,

It {3 recognized that the amounts provided for herein are

estimated only, and approval of this authorization shall

tend to the actual cests incurred in conducting the operations

specified, whether mcre ue lass thra herein set out.”

DATE: _ 3/11/85 .

WFLL NUMBER #1

Lea STATE N.M. ~

9900' TARGET FORMATION permo-Pan:

Dry llole Cost

§__26,000
1,700-.__

150,000
18,400

4,500
15,000
18,000
12,000

3,000

4,000
2,600
3,000

$ 258,200

22,100

10,3800
5,000

—3,500

4

$ 1,400

12,000
12,000

$

6,200
41,700

3,500

$ 51,400
311,600
51,400
4,500

$ 367,500

APPROVED
AMOCO RRODUCTION EONPAH conpany
LY.)-55 DATE




< sLUpPALEU VY. r~7 /1]
Prospect:

Northwest Baum ‘7r
LEASE /UN{T:Sunburst /Featherstone State

DATE: 30085

LOCSTION:SW': Sec. 13, T13S, R32E, 555’ FSL & 555' FWL
DRILLING METHOD: _ Rotary

COUNTY /PARYSR
DEPTH

WFLL NUMBER #1
Lea

STATE ~-0. ~

9900' TARGET FORMATION pormo-i'cr.

Producing Cost

Drilling and completion costs
Intangible drilling costs

Road-location-plts-surveyor-surface-settlement $ 26,000
Rathole service 1,700
Turnkey price
Footage 10,0)0 w4 15.00 150,000
Daywork 4 ¢ 4600, . 18,400
@ -
Surface casing service 4,500
Intermediate casing service 15,000
Mud 18,000
Water 12,000
Bita, holec openers & rcamers
Supervisor 3,000
Rentals-stabilization & rotating heads 4,000
Transportation 2,600
Miscellaneous 3.000
Total intangible drilling costs $ 258.200
Intangible drilliapg formatfon evaluation cost
Logs.'g;mp N F Dens DLL ,» MLL 22.100
Coring scrvice
DST 3 @ 3,600 10,800
Geological mud lopging scrvice '5.000
Miscellancous 1500
Total intangible drlp format{on evaluation S 41,400
Intangible comple:fon costs
Service unit cost 10 days @ 1300 13,000
Production casing service 8,000
Completion fluld(s) 4,500
Rentals 14,000
Perforation/production lopging 6,200
Stimulation-treating 15,000
Supervisor 2,800
Transportation 2,700
Miscellancous 3,000
Plugging. expensie
Total intungible completion costs $ 69,200
Tangible drilling costs and completion costs
Conductor casing of
Surface casing 450" of 13-3/8" . 6,200
Intermediate cuasing 4050 of 8-5/8" 41,700
Production casing 10,000’ of 5-1/2" 73,600
of
Production tubing 9850' of 2-7/8" 28,890
Casing head 3,500
Tubing head & christmas trce 11,000
Subsurface cquipment 1,000
Total tangible drlg costs & compl costs §_ 165,890
Lease equipment
Anchors 750
Flow lines, valve & connection 2,600
Tanks 18,900
Separator(s) - 3,000
Treater 7,500
Gas production unit
Meter runs : 2,100
Artificial 1ift & driver 80,000
Installation ccsts o 16,000
i Total lease equipment $ 130,850
Total intingible costs 368,800
Total tangible costs 165,890
Total leasc cquiprent 130,850
Administrative 4,500
TOTAL COSTS $ 670,040 ~

It {3 recognized that the amounts provided for hereifn are
estimated only, and approval of this authorization shall ex-

tend to the actual cests incurred in conducting the operations

specified, whether more o less than heredn set out."

Drv livle Cost

$___26,000
1,700

150,000
18,400

4,500
15,000
18,000

T 12,000 ©
T 3,000 T
4,000

2,600

3,000

—— e e .
$__258,200

————ade

22,100

— 10,800 T
5,000

—— 3,200

§__ 461,600

12,000
§__12,000

3111600

51,400

4,500
§ 367,500

el St avpRoven

Yites-M{Migh, Ltd.

COMPANY

_4/08/85

DATT




AFE Prepared by: Ay, ' DATE: 3 /11785
Prospect: Norihwest Baum /

LEASE/U”[f=Sunhurst/Peatherstone State WFLL NUMBER #! N

1.OCATION:SW: Sec. 13, TI3S, R32E, 555' FSL & 555' FWL _ COUNTY/PARYSR __ Lea STATE M-

DRILLING METHOD:__ Rctary PEPTH __9900' TARGET FORMATION pormo-i'e
Producing Cost Dry liole Cost

Drilling and complet..on costs
Intangible drilling costs

Road-location-pits-surveyor-surface-settlement $ 26,000 S 26,000
Rathole service 1,700 1,700
Turnkey price _ o _
Footage 10,000 @ _15.00 150,000 150,000
Daywork 4 @ 4600. . 18,400 13,400
@ -

Surface casing service 4,500 4,500
Intermediate casing service 15,000 ) 15,000

Mud 18,000 18,000
Water 12,000 12,000
Bits, holec openers & reamers __"
Supervisor 3,000 3 ﬁUp_ T
Rentals-stabil:zation & rotating heads 4,000 4,000
Transportation 2,600 2,600
Miscellancous 1.000 3,000

Total {utangible drilling costs S __258.200

Intangible drilling formation evaluation cost
Logs, Comp N o, __F Dens __DLL , _MLL

$__258,200

GR 22,100 — 22,100
Coring scrvice
DST 3 @ 3,600 10,800 — 10,800 —
Geological mud logping scrvice 5 000 5,000
Miscellanecous 1.500 3,500
Total intangible drlpg formation evaluation $ 41,400 $ 41,400 i
Intangible completion costs
Service unit cost 10 days 2 1300 13,000
Production casing scrvice 8,000
Completion fluid(s) 4,500
Rentals 14,000
Perforation/prcduction lopging 6,200
Stimulation-trcating 15,000
Supervisor 2,800
Transportation 2,700
Miscellancous 3,000
Plugging. expence 12,000
Total Intzngible completion costs $ 69,200 $ 12,000
Tangible drilling costs and completion costs
Conductor casirg of _ .
Surface casing 450" of 13-3/8" . 6,200 6,200
Intermediate ccsing 4050 of 8-5/8" 41,700 41,700
Production casing 10,000' of 5-1/2" 73,600
of
Production tubing 9850’ of 2-7/8" 28,890
Casing head 3,500 3,500
Tubing head & christmas trce ) 11,000
Subsurface equipment 1,000
Total tanyible drlg costs & compl costs $ 165,890 $ 51,400
Lease equipment
Anchors 7150
Flow linecu, valve & connection 2,600
Tanks 18,900
Separator(s) - 3,000
Treater : 7,500
Gas production unit
Meter runs 2,100
Artificial 11ift & driver 80,000
Installation ccsts o 16,000
2 Total lease equipment S 130,850
Total intangible costs 368,800 311,600
Total tangible costs 165,890 51,400
Total leasc cquipnent 130,850
Administrative 4,500 4,500
TOTAL COSTS $ 670,040 $ 367,500

Py

It 13 recognized thet the amounts provided for herein are
estimated only, and spproval of this authorization shall ex-
tend to the actual ccsts incurred in conducting the operations -
specified, whether mcre ve less than herela sct out.” _April 8, 1985 DATE

PROVEU
New Mexico 0il COTJCOMPANY

-~




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MZTTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 8532
Order No. R-

APPLICATION OF FRED G. YATES, INC.

FOR COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8 a.m. on April 10,
1985, at Santa Fe, New Mexico, before Examiner Gilbert P.
Quintana.

NOW, on this day of April, 1985, the Division
Director, having considered the testimony, the record, and
the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

(1) Due public notice having been given as required by
law, the Division has jurisdiction of this cause and the
subject matter thereof.

(2) The applicant, Fred G. Yates, Inc., seeks an order
pooling 211 mineral interests from the surface to the base
of the Baum-Upper Pennsylvanian Pool underlying the SW% of
Section 1.3, Township 13 South, Range 32 East, NMPM, LT~ - "+ — .
County, New Mexico. << P

<. .

(3) The applicant has the right to drill and propos sifgw

to drill a well at a standard location. < j
== - \Q'

(4) The mineral rights in the proration unit are owngd-™ =~ .

by the State of New Mexico, and are 1leased under Stale:
Leases B-399-35 and LG-4177-1.

]

(5) The entire working interest in the unit has b
voluntarily committed to the proration unit. However, th
are record interest owners of State Lease B-399-35 in
proposed proration unit who have not agreed to pool the

interests.

'QEmEXEh

’.J.

LT,
o

PITT
]
}



(6) The consent of or compulsory pooling of the record
owners is required by the State Land Office before communi-
tization of the two state leases will be approved.

(7) No charge for the risk involved in drilling the
subject well is sought against any record owner of State
Lease B-.399-35.

(8) An itemized schedule of estimated well costs has
been submitted to all working interest owners and to the
Division. The working interest owners have consented to the
costs se: forth on the schedule.

(9) To avoid the drilling of unnecessary wells, to
protect correlative rights, to prevent waste, and to afford
to the owner of each interest in said unit the opportunity
to recovar or receive without unnecessary expense his just
and fair share of the oil in any pool completion resulting
from this order, the subject application should be approved
by pooling all mineral interests, whatever they may be,
within said unit.

(10, The applicant should be designated the operator of
the subject well and unit.

(11, $4515.00 per month drilling and $460.00 per month
while proaducing should be fixed as reasonable charges for
supervis:on (combined fixed rates).

(12) All proceeds from production from the subject well
which are not disbursed for any reason should be placed in
escrow to be paid to the true owner thereof upon demand and
proof of ownership.

(13) Upon the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicatec on or before July 10, 1985, the order pooling said
unit shoild become null and void and of no effect whatso-
ever.

IT 1'S THEREFORE ORDERED THAT:

(1) All mineral interests, whatever they may be, from
the surfizce to the base of the Baum-Upper Pennsylvanian Pool
underlyirg the SW4 of Section 13, Township 13 South, Range
32 East, NMPM, Lea County, New Mexico, are hereby pooled to
form a standard 160-acre spacing and proration unit to be
dedicatec. to a well to be drilled at a standard location.

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well on or before the tenth
day of July, 1985, and shall thereafter continue the drill-
ing of szid well with due diligence to a depth sufficient to
test the Baum-Upper Pennsylvanian Pool;




PROVIDED FURTHER, that in the event said operator does
not comm2nce the drilling of said well on or before the
tenth days of July, 1985, Order (1) of this order shall be
null and void and of no effect whatsoever, unless said
operator obtains a time extension from the Division for good
cause shown.

PROVIDED FURTHER, that should said well not be drilled
to complz2tion, or abandonment, within 120 days after com-
mencement. thereof, said operator shall appear before the
Division Director and show cause why Order (1) of this order
should not be rescinded.

(2) Fred G. Yates, Inc. 1is hereby designated the
operator of the subject well and unit.

(3) $4515.00 per month while drilling and $460.00 per
month while producing are hereby fixed as reasonable charges
for supervision (combined fixed rates).

(4) Any well costs or charges which are to be paid out
of prodiction shall be withheld only from the working
interest's share of production, and no costs or charges

shall be withheld from production attributable to royalty
interests.

(5) All proceeds from production from the subject well
which are not disbursed for any reason shall immediately be
placed in escrow in Lea County, New Mexico, to be paid to
the true owner thereof upon demand and proof of ownership;
that the operator shall notify the Division of the name and
address ¢f said escrow agent within 30 days from the date of
first deposit with said escrow agent.

{(6) Jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa Fe, New Mexico, on the day and year
hereinabcve designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

R. L. STAMETS,
Director

S EAL



R. W, Byran & Co., - June, 1968

EAUM-UPPER PENNSYLVANIAN POOL
(Formerly Baum-Wolfcamp Pool)
Lea County, New Mexico

Order No, :1-3368-A, Redesignating and Adopting Operating
Rules for tie Baum-Upper Pennsylvanian Pool, Lea County,
New Mexico, June 1, 1968,

Order No, R-3368-A supersedes Order No, R-3368, adopting
temporary cperating rules for the Baum-Wolfcamp Pool, Jan-
uary 22, 1963,

Application of Coastal States Gas
Producing Company for an Amend-
ment to Oi1der No. R-3368, Lea
County, New Mexico,

CASE NO, 3701
Order No, R-3368-A

ORDER OF THE COMMISSION

BY THE (COMMISSION: This cause came on for hearing at
8 a.m., on May 22, 1968, at Santa Fe, New Mexico, before
Examiner D:niel S, Nutter,

. NOW,-on tiis 29thday of May, 1968, the Commission, a quorum
being present, having considered the testimony, the record, anc
the recomm :ndations of the Examiner, and being fully advised
in the premises,

FINDS:

(1) That due public notice having been given as required by
law, the Corimission has jurisdiction of this cause and the sub-
ject matter thereof.

(2) That by Order No. R-3368, dated January 22, 1968
temporary Ypecial Rules and Regulations were promulgnteé
for the Bauin-Wolfcamp Pool, Lea County, New Mexico, pro-
viding for H0-acre spacing units, limited well locations, and
an 80-acre sroportional factor of 4,77 for allowable purposes,
and providing that said temporary rules be reconsidered at an
examiner heiring in January, 1969,

(3) That the applicant, Coastal States Gas Producing Com-
pany, seeks :imendment of the temporary Special Rules and Reg-
ulations pro nulgated by Order No, R-3368 to provide for 160-
acre spacing' units with the assignment of 80-acre allowables,

(4) That the applicant also seeks to have said rules and
regulations, as proposed, made permanent,

(5) That a number of wells have been completed in the
subject pool subsequent to the issuance of Order No, R-3368,

SECTION O
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(6) That the additional evidence concerning the character-
istics of the subject reservoir gained asa result of satd comple-
tions establishes that one well in the pool can efficiently and
economically drain and develop 160 acres.

() That the additional evidencepresentedindicates that the
establishment of 160-acre spacing units and an 80-acre pro-
portional factor of 4.77 for allowable purposes is warranted.,

(8) That the Special Rules and Regulations promulgated by
Order No. R-3368, as amended by this order, will afford to the
owner of each property in the pool the opportunity to produce
his just and equitable share of the oil in the pool.

(9) That in order to prevent the economic loss caused by the
drilling of unnecessary wells, to avoid the augmentation of risk
arising from the drilling of an excessive number of wells, to
prevent reduced recovery which might result from the drilling
of too few wells, and to otherwise prevent waste and protect
correlative rights, the Special Rules and Regulations promulgated
by Order No, R-3368, as amended by this order, should be
continued in full force and effect until further order of the
Commission,

(10) That the aforementioned additional evidence also estab-
lishes that the subject pool is producing from the Upper Pennsyl-
vanian formation rather than the Wolfcamp formation,

(11) That the subject pool should be redesignated the Baum-
Upper Pennsylvanian Pool,

IT IS THEREFORE ORDERED:

(1) That, effective June 1, 1988, Order (a) of Order No,
R-675-A, Order (a) of Order No, R-914, Order (e) of Order No.
R-3367, and Order (a) of Order No, R-3389 are hereby amended
by dele‘ing therefrom the word *‘Wolfcamp?? wherever it appears
and substituting in lieu thereof the words ‘‘Upper Pennsylvanian.’’

(2) That the Special Rules and Regulations governing the
Baum-Wolfcamp Pool, Lea County, New Mexico, promulgated
by Order No.R-3368, are hereby amended toread in their entire-
ty as follows, effective June 1, 1968:

SPECIAL RULES AND REGULATIONS
FOR THE
BAUM-UPPER PENNSYLVANIAN POOL

RULE 1, Each well completed or recompleted in the Baum-
Upper Pennsylvanian Pool or in the Upper Pennsylvanian forma-
tHion within one mile thereof, and not nearer to or within the
limits of another designated Upper Pennsylvanian oil pool, shall
be spaced, drilled, operated, and produced in accordance with
the Speclai Rules and Regulations hereinafter set forth,

RULE 2, Each well shall be located on a standard unit con-
taining 160 acres, more or less, substantially in the form of a
square, which is a quarter section being a legal subdivision of
the United States Public Land Surveys.

RULE 3. The Secretary-Director of the Commission may
grant an exception to the requirements of Rule 2 without notice
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(BAUM-UPPER PENNSYLVANIAN POOL - Cont’d.)

and hearing when an application has been filed for a non-standard
unit consisting of less than 160 acres or the unorthodox size or
shape of the tract is due toavariation in the legal subdivision of
the United States Puslic Land Surveys, All operators offsetting
the proposed non-stindard unit shall be notified of the applica-
tion by registered cr certified mail, and the application shall
state that such notice has been mrnlsﬁed. The Secretary-Direc-
tor may approve the application upon receipt of written walvers
from all offset operators or if no offset operator has entered
an objection to the formation of the non-standard umit within
%0 days after the Secretary-Director has received the applica-
on,

RULE 4. Each well shall be located within 150 feet of the
center of a goverimental quarter-quarter secton or lot.

RULE 5. The Se:retary-Director may grant an excepton to
the requirements of Rule 4 without notice and hearing when an
application has been filed for an unorthodox Jlocation necessitated
by topographical conditions or the recompletion of a2 well pre-
viously drilled to airother horizon, All operators offsetting the
proposed location shall be notified of the application by regis-
tered or certified mil, and the application shall state that such
notice has been turnished, The Secretary-Director may approve
the application upon receipt of written waivers from all opera-
tors offsetting the sjroposed location or if no objection to the
unorthodox location has been entered within 20 days after the
Secretary-Director l.as received the application.

RULE 6, A standard proration unit (158 through 162 acres)
shall be assigned :n 80-acre proportional factor of 4,77 for
allowable purposes, ind in the event there is more than one well
on a 160-acre prorat onunit, the operator mayproduce the allow-
able assigned to the unit from the wells on the unit in any pro-
portion,

The allowable ass gned to a non-standard proraton unit shall
bear the same ratic to a standard allowable as the acreage in
such non-standard w it bears to 160 acres,

IT IS FURTHER OXDERED:

(1) That the loc:tions of all wells presently drilling to or
completed in the Baum-Upper Pennsylvanian Pool or in the
Upper Pennsylvania: formation within one mile thereof are
hereby approved; that the operator of any well having an un-
orthodox location stall notify the Hobbs District Office of the

Commission in writ ng of the name and location of the well on

or before June 1, 19¢8,

(2) That each well presently drilling to or completed in the
Baum-Upper Pennsylvanian Pool or in the Upper Pennsylvanian
formation within one mile thereof shall, after June 1, 1968,
receive an allowable in the same proportion to a standard 160-
acre allowable for the pool as the acreage presently dedicated
to the well bears o 160 acres, until Form C-102 dedicating
160 acres to the well has been filed with the Commission, or
untl a non-standari unit containing less than 160 acres has
been approved.

(3) That Order }o. R-3368 entered by the Commission on
January 22, 1968, is hereby superseded.

(4) That jurisdicdon of this cause is retained for the entry
of such further orcers as the Commission may deem neces-

sary,

DONE at Santa Fe, New Mexico, on the day and year herein-
above designated,

SECTION I

R, W, Byram & Co,, - June, 1968

NORTH SHIPROCK-DAKOTA POOL
San Juan County, New Mexico

Order No., R-3408, Adopting Operating Rules for the North
Shiprock-Dakota Pool, San Jilal'l County, New Mexico, April 29,
968, :

Application of Dugan Producton Corporation
for the Creation of an Oil Pool and for Special
Pool Rules, San Juan County, New Mexico,

CASE NO, 3755
Order No, R-3408

ORDER OF THE COMMISSION

BY THE COMMISSION: This cause came on for hearing
at 9 a.m. on April 24, 1968, at Santa Fe, New Mexico, before
Examiner Daniel S, Nutter,

NOW, on this 29th day of April, 1968, the Commission, a
quorum being present, having consldered the testimony, the
record, and the recommendations of the Examiner, and being
fully a&vised in the premises,

FINDS:

(1) That due public notice having been given as required by
law, the Commission has jurisdiction of this cause and the
subiect matter thereof.

(2) That the applicant, Dugan Production Corporation, seeks
the creation of a new oil pool for Dakota production in San Juan
County, New Mexico, and the establishment of special pool
rules tﬁerefor providing for development on 2-1/2-acre spacing
with a provision that each 40-acre tract be subject to a single
Northwest New Mexico normal unit allowable,

(3) That the Thomas A, Dugan Shiprock Well No. 1, located
in Unit B of Section 14, Township 30 North, Range is West,
NMPM, San Juan County, New Mexico, has discovered a
separaie common source of supply which should be designated
the North Shiprock-Dakota Oil Pool; that the vertical limits
of said pool should be Dakota formation, and that the horizontal
limits of said pool should be the NE/4 of sald Section 14.

o
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